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9.30  A.M.  Cession. 


I 


EDGAR  G-.  HILL,  Recalled,  examined 
by  Mr.  Chambers  testified  as  follows: 

MR.  MILNER:  Mr.  Chairman,  before  we  start. 

I  might  say  Mr.  Steer  is  in  the  hospital  with  a  touch  of 
laryngitis  and  he  will  not  be  here  today  and  tomorrow  and 
may  not  even  be  here  on  Wednesday.  It  may  be  understood 
that  any  witnesses  that  are  here  to  give  evidence  in  his 
absence  may  be  recalled  by  him  for  cros s- exarainat ion . 

THE  CHAIRMAN :  Yes. 

MR.  CHAMBERS :  That  is  excepting  Mr.  Hill. 

MR.  MILNER:  It  is  understood  that  any  questions 

that  Mr. Brownie  or  Mr.  Wage  may  wish  to  ask  Mr.  Hill, 
perhaps  they  could  put  them  through  Mr.  Blanchard.  I  have 
spoken  to  Mr.  Blanchard  and  he  is  willing  to  do  that. 

THE  CHAIRMAN:  Quite  all  right. 

Q,  MR.  CHAMBERS:  Mr.  Hill,  you  are  still  under  oath? 

A  Yes,  sir. 

MR.  CHAMBERS:  If  the  Board  pleases,  I  wish  now  to 

put  in  the  map  that  was  attached  to  Exhibit  59,  a  copy  of  the 
map  which  was  attached  tlo  Mr.  Hill’s  original  report.  This 
can  probably  be  made  part  of  Exhibit  59. 

THE  CHAIRMAN:  I  think  that  is  proper.  There  is  just 

the  one  copy? 

MR.  CHAMBERS:  That  is  all.  We  did  not  make  them 

for  the  extra  copies.  That  copy  can  be  attached  to  t he  Exhibit 

/ 

by  the  Court  Reporter. 

MR.  HARRIS:  What  map  is  it? 

MR.  CHAMBERS:  It  is  the  map  which  was  produced  by 

Mr.  Hill  and  attached  to  his  original  report,  Exhibit  59. 


I 


T-l-2 


Edgar  G.  Hill, 

Exam,  by  Ur.  Chambers. 

-  1788  - 

Mr.  Hill,  daring  the  coarse  of  yoar  cross-examination,  there 
was  some  reference  made  to  yoar  compatations  of  the  average 
age  of  the  pipeline  and  I  understand  that  over  the  week-end 
you  have  given  some  thought  to  that  and  have  some  more  inform¬ 
ation  for  the  Board. 

I  have.  I  have  that  made  up  in  Exhibit  form,  the  data  upon  which 

I  made  the  calculations  and  arrived  at  my  7  year  average  life. 

STATEMENT  "AVERAGE  AGE  OF  PIPELINE 
SYSTEM  AS  REVEALED  BY  INSPECTION 
MADE  NOVEMBER  1943",  NOW  MARKED 
EXHIBIT  65. 

Would  you  just  enlarge  on  that,  Mr*  Hill,  please? 

The  first  column  shows  the  size  of  the  pipes.  The  next  column 
towards  the  right,  the  inspection  number,  and  the  third  column 
the  year  the  pipe  was  laid  as  reported  to  me  by  the  employee 
of  Royalite  who  took  me  around  on  my  inspection  trip,  that  is 
Mr.  Dodds.  I  made  an  inspection  of  the  pipe  at  each  of  those 
locations  and  I  asked  Mir.  Dodds  when  that  line  was  laid  and  the 

r 

information  which  is  contained  in  the  third  column,  the  dates 
are  those  which  he  gave  me.  The  right-hand  column  is  the  age 
in  years  as  produced  by  subtracting  the  date  when  it  was  laid 
from  the  date  I  made  the  inspection.  That  is  my  inspection  was 
in  November,  1943  and  I  assured  that  the  lines  were  laid  in 
the  middle  of  the  year  in  the  third  column.  For  each  size  of 
pipe  I  averaged  the  age.  Then  I  took  the  dollar  value  of  the 
pipe  of  each  size  and  multiplied  it  by  the  average  age  of  each 
size  and  got  the  dollar  results  which  I  did.  Then  I  divided 
into  that  dollar  result  the  total  value  of  the  pipe,  which  gave 
me  a  weighted  average  age  of  6.96  years  or  approximately  the  7 
years  as  I  said  in  my  report.  Regarding  'he  inspection  number 
in  the  second  column  of  that  report,  in  November  1943  I  made 
about  70  inspections  of  the  pipe  of  which  half  approximately 
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were  made  for  the  Valley  Pipeline  and  the  other  half  for  the 
Rovalite  G-as  Division  and  the  inspection  numbers  in  the  sec¬ 
ond  column  correspond  with  the  numbers  in  my  notes  as  I  made 
the  inspection  of  the  pipe.  I  think' that  the  result  which  I 
have  arrived  at  is  a  fair  sampling  -  a  fair  result  arrived  at 

by  the  saxnpling  method.  I  picked  the  location  of  the  inspec- 

•  # 

tion  at  random  on  the  Royalite  Pipeline  map  before  I  started 
work  and  I  picked  those  inspection  locations  without  any 
knowledge  of  age  of  the  pipe  or  the  condition  of  the  ground  at 
the  location.  I  tried  to  get  a  representative  number  of  inspec¬ 
tions  which  would  have  some  bearing  on  the  relative  amount  of 
money  involved  in  each  size  of  pipe  and  that  is  my  result. 

Q,  DR.  BOOMER:  You  did  not  weight  the  average? 

A  I  took  the  arithmetical  average  of  each  of  the  various  sizes 

and  I  weighted  and  got  the  age  of  the  pipe  and  I  weighted  that 
on  page  2.  You  will  note  that  is  weighted. 

Q,  Yes . 

A  Page  1,  I  just  assumed  that  all  of  one  size  of  pipe  was  worth 
the  same,  that  is  there  were  slight  differences  depending  on 
weight . 

Q,  I  mean  when  you  say  six-inch  pipe,  six- inch  pipe  11 J-  years  old, 
it  might  be  very  much  longer  than  the  six-inch  pipe  that  is 
only  half  a  year  old. 

A  That  is  the  inherent  error  in  that  form  of  arriving  at  a 

weighted  average  age.  I  did  not  know  anything  about  the  age 
of  the  pipe  before  I  started.  If  I  had  taken  200  inspections 
I  would  have  got  perhaps  a  little  better  answer.  But  that  is 
how  I  did  it . 

Q,  MR.  CHAMBERS:  Then,  Mr.  Hill,  there  was  some' 

questioning  during  your  cross-examination  of  the  age  of  the 


heaters . 
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A  Yes. 

Q,  Yor  made  some  study  of  that? 

A  I  did,  yes.  I  made  some  inquiries  over  the  week-end  or  after 
my  cross-examination  and  I  found  that  the  oldest  heater  was 
installed  in  1936. 

X 

Q,  You  have  a  statement  as  to  that? 

A  Yes. 

STATEMENT  51  DATE  OF  INSTALLATION  OF 
HEATERS  IN  NATURAL  GAS  SYSTEM”, 

NOW  MARKED  EXHIBIT  66. 

A  The  oldest  heater  was  about  7-jjf  years  old  and  the  average  age 
of  the  heaters  as  can  be  weighted  out  from  that  Exhibit  was 
about  5  years. 

Q,  Mr.  Hill,  regarding  the  9  per  cent  overhead  that  you  allowed 
for  in  Exhibit  59.  Now  you  have  already  told  us  that,  you 
have  had  wide  experience  in  the  States  and  some  experience  in 
this  country  as  to  the  actual  overhead  charges  in  large  types 
of  construction-  I  would  like  you  to  enlarge  on  that  or  give 
us  some  specific  instances  as  to  what  you  had  in  mind. 

A  My  experience  in  the  United  States  covers  construction  of  prop¬ 
erties  ranging  in  cost  from  11  million  dollars  to  22  million 
dollars.  That  is  natural  gas  properties  ranging  between  those 
ranges  in  cost.  In  Canada,  my  experience  is  confined  to  one 
company,  Northwestern  Utilities  Limited,  Edmonton,  of  which 
I  had  charge  of  the  construction  in  1923  and  I  was  President 
of  that  company  in  1923  and  1924.  In  the  States  I  was  Vice- 
President  and  General  Manager  of  the  Southern  Natural  Gas 
Company,  which  was  built  under  my  firmTs  supervision  in  1929 
and  1930.  At  the  time,  I  was  an  officer  of  the  company  and 
knew  about  its  cost  from  my  own  personal  knowledge.  Of  course 
I  knew  about  the  Northwestern  Utilities  cost  from  my  own  person 
al  knowledge,  being  President  of  the  company.  I  have  taken  the 
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two  companies  of  which  I  was  an  officer  and  have  listed  the 
pri  :e  cost  of  the  project,  that  is  the  cost  of  the  materials 
and  labour  that  went  into  the  construction  of  eaoh  of  them  and 
then  the  cost  of  the  general  overhead  as  they  were  generally 
expended  on  both  those  properties. 

Q,  And  those  were  each' new  projects  starting  from  scratch? 

A  They  were  new  projects  starting  from  scratch. 

MR.  CHAMBERS:  I  would  like  to  put  this  in  for  the 

BoardTs  information.  Mr.  Hill  has  made  a  compilation  over  the 
week-end.  Have  you  got  copies  of  it? 

A  Yes,  I  have.  I  have  only  two  copies  here  but  I  have  had  fur¬ 
ther  copies  made  that  will  be  here  in  a  few  minutes  if  they 
are  not  here  now. 

STATEMENT  "UNDISTRIBUTED  COSTS  IN 
RELATION  TO  PRIMS  COST  OF  TWO  NATURAL 
GAS  PROJECTS  ON  WHICH  FORD,  BACON  & 
DAVIS,  INC.  ACTED  AS  ENGINEERS"  NOW 
MARKED  EXHIBIT  67. 

% 

MR.  MCDONALD:  What  is  that? 

MR.  CHAMBERS :  It  is  a  break-down,  giving  the  over- 

■  head  costs  of  two  companies. 

Q,  What  are  the  two  companies? 

A  Northwestern  Utilities  Limited,  Edmonton  and  The  Southern 
Natural  Gas  Company  of  Birmingham,  Alabama. 

Q,  Now  would  you  go  over  that  exhibit  and  explain  it  to  the  Board? 

A  The  Exhibit  is  entitled  "Undistributed  costs  in  relation  to 

Prime  cost  of  two  Natural  Gas  Projects  on  which  Ford,  Bacon  & 
Davis,  Inc.  acted  as  Engineers."  The  prime  cost  of  the  project 
include:  Labor  and  Materials  comprising  permanent  construction, 
land,  rights  of  wa y  and  other  prime  costs  directly  incurred  and 
allocated  to  specific  component  parts  of  the  project;  for  the 
Southern  Natural  Gas  Corporation  the  prime  cost  amounted  to 
|18,911,282  and  for  the  Northwestern  Utilities,  $2,526,384. 
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The  Undistributed  Costs  which  were  what  I  referred  to  in  my 
report  and  my  computation  as  General  Overhead  for  Southern 
Natural  Gas  Corporation  totalled  $2,631,203  and  for  Northwestern 
Utilities , Limi ted  a  total  of  $428,582.  The  Percentage  which 
the  Undistributed  Costs  bore  to  the  Prime  Cost  of  Southern 
Natural  Gas  Corporation  was  19.20  percent  and  for  Northwestern 
Utilities  16.96  per  cent.  That  Undistributed  Cost  is  broken 
down  to  its  component  details  on  the  second  and  third  pages  of 
the  Exhibit.  On  the  second  page  the  Undistributed  Costs,  of 
Southern  Natural  Gas  Corporation  are  listed.  They  total 
$3,631,203.25  and  are  made  up  of  organization  cost  $1,438,430.56, 
franchises  $3,394.75;  engineering  and  supervision  during  con¬ 
struction,  $987,779.91;  general  officers  and  clerks  salaries 
during  construction,  $232,476.31;  general  officers  and  clerks 
expenses  during  construction,  $53,319.83;  office  supplies  and 
expenses  during  construction,  $90,500.83;  Those  three  total 
1.99  per  cent  of  the  prime  cost.  The  legal  expenses  were 
$82,646.26  or  *44  per  cent  of  the  cost.  Insurance  during 
construction,  $3,800.51  or  2/100  of  1  per  cent  of  the  prime 
cost,  taxes  during  cons  true tion  were  $10,  755.10  or  5/100  of 
1  per  cent  of  the  prime  cost.  Interest  during  construction 
$697,430.32  or  3.69  per  cent.  Other  expenses  were  $30,668.67 
which  makes  up  a  total  of  19.2  per  cent  of  the  prime  cost. 


(Go  to  page  1793) 


< 


* 


\ 


C-l-1 


Mr.  Edgar  G.  Hill 
Re -Exam,  by  Mr.  Chambers 

-1793- 


* 


I  know  what  made  up  those  organizations 

i 

oosts,  that  is  the  amount,  it  was  abnormally  high  costs  for 

one  thing.  They  paid  out  a  million  dollars  for  what  they 

•Tot  to  the  Company  from  which  they  bought.  They  had 

accomplished  certain  things,  they  had  certain  gas  contracts 

and  then  they  sold  out  to  a  second  promotion  group  for  a 

million  dollars  so  that  $1,133,000  includes  that  single  trcnsactiq 

Q,  Are  the  financing  costs  included? 

A  The  financing  costs  are  not  included. 

Q  I  have  read  in  some  of  the  books  on  public  utilities  that  in 
dealing  with  this  subject  of  general  over-head,  that  they 
vary  from  10  to  20$  and  I  would  like  you  to  tell  us  what 
you  have  to  say  as  to  that  in  the  light  of  your  experience  , 
aside  from  public  utilities  companies  or  any  kind  of  company. 

MR.  BLANCHARD:  Excuse  me,  does  that  include  financing? 

MR .  CHAMBERS :  No . 

THE  WITNESS:  My  own  experience  it*  one  that  it  has 

been  slightly  over  9$  to  this  Southern  Natural  Cas  of  19.2; 
so  that  my  experience  is  fairly  close  to  the  figures  you 
have  mentioned  of  10  to  20. 

Q  Now  I  think  you  told  us  that  in  the  Edmonton  Gas  Company 
the  figures  shown  on  your  Exhibit  67,  there  is  nothing 
included  in  that  for  financing? 

A  Nothing  in  there  for  financing  costs. 

Q  Have  you  any  knowledge  of  the  financing  or  how  it  was  done 
in  that  case? 

A  My  recollection  of  the  Edmonton  financing  is  not  as  good  as 
it  should  be  but  I  know  that  the  substantial  part  of  the 
construction  costs  was  provided  by  the  sale  of  first 
mortgage  bonds  and  that  those  bonds  were  sold  to  the 
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distributor,  to  the  banker  that  distributed  them,  at 
considerably  less  than  par.  My  recollection  is,  I  have 
not  anything  here  other  than  recollection  but  I  would  say 
that  the  price  which  the  company  received  for  its 
first  mortgage  bond  proceeds  was  approximately  90,  it  may 
have  been  88  or  92  but  that  is  about  what  it  was. 

Q  There  was  a  discount? 

A  There  was  a  discount  and  the  same  applies  for  the  Southern 

Natural  Gas  Company.  Those  bonds  were  sold  at  a  discount 
likewise.  The  Southern  Natural  Gas  Company  raised  a  large 
part  of  its  money  from  the  sale  of  prefered  stocks  which  were 
likewise  sold  at  a  discount,  that  is  the  Company  received 
less  than  par  for  them.  I  know  that  and  I  also  know  that 
the  bonds  were  sold  to  the  public  at  less,-  were  sold  to  the 
distributor  at  less  than  par.  The  exact  amount  I  cannot 
say  but  it  was  not  par,  but  it  was  not  quite  as  much  dis¬ 
count  as  in  the  case  of  the  Northwestern  Utilities. 


MR.  CHAMBERS 


THE  CHAIRMAN : 


MR.  HARVIE: 


THE  CHAIRMAN 


MR.  MCDONALD 


THE  CHAIRMAN 


That  is  all,  Mr.  Hill 
Mr.  Harvie? 

I  have  nothing. 

Mr.  McDonald? 

Nothing. 

Mr.  Blanchard? 


MR.  BLANCHARD:  I  have  some  questions  that  do  not 

arise  perhaps  out  of  the  cross-examination  this  morning  but 
I  want  to  ask  some  questions  to  get  some  information  which 
may  form  a  basis  for  comparison  between  your  appraisal  and 
the  submissions  of  the  British  American. 
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RE-CROSS  -EXAMINATION  BY  MR.  BLAN CHARD: 

Q,  I  do  not  want  to  ask  you  to  oomment  at  all  on  the  appraisals 
of  the  British  American  submissions  but  I  would  like  to  know 
certain  things  so  that  there  maybe  a  basis  of  comparison.  Now 
in  your  appraisal  and  report,  1/1-6,  and  referring  to  the  gas 

gathering  lines  account,  I  would  like  to  know . 

MR.  HARVIE:  What  page? 

MR.  BLANCHARD:  Well  that  is  on  pages  26  and  27,  of 

M-6 .  I  would  like  to  know  whether  your  unit  costs  for  pipes 
include  all  fittings  such  are  described  in  the  gas  gathering 
lines  account  of  the  British  American  submission  2rA;  I 
do  not  know  that  you  have  that  submission  before  you  but  I 
am  referring  particularly  to  page  3  of  that  submission,  which 
no  doubt  will  later  be  put  in  as  an  exhibit,  and  rather  than 
read  into  the  record  each  item,  may  I  ask  you  to  look  at 
the  items  which  are  put  on  pages  3  and  4  under  the  heading 
"Valves , fittings ,  meters,  etc"  and  tell  me  whether  your  unit 
costs  include  those  items  (Submission  handed  to  Witness). 

A  My  unit  costs  for  pipe  line  material  include  a  per  foot 

allowance  in  cents  per  foot  for  the  valves  and  fittings  which 
are  shown  in  the  middle  of  page  3  of  the  British  American 
Exhib it . 

Q  And  at  the  top  of  page  4  also? 

A  I  think  that  the  fittings  marked  TIat  well"'  are  substantially, 
make  up  the  meter  setting  which  I  had  not  included  in  my  pipe 
line  account  but  put  under  "Meters  Account"  by  a  lump  aum 
of  $400.  for  each  setting  of  meters. 

Q,  Yes. 

A  I  say  part  of  it  is  included  and  part  of  it  is  not. 

Q.  So  that  the  meter,  the  meter  and  meter  settings  referred  to 
on  pages  3  and  4  are  not  included  in  your  unit  costs? 
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A  Not  ^or  the  pipe  line. 

Q  Yes.  Now  then  would  you  indicate  or  can  you  indicate  what 
are  meter  fittings  on  those  two  pages  and  we  can  perhaps 
have  this  applied  to  the  others? 

A  Well  where  there  is  a  listing  in  the  category  "at  well”,  it 
starts  off  with  one  ''orifice  meter"  and  it  is  followed  by 

a  group  of  fittings  and  then  at  the  end  of  'that  group  it  is 

totalled,  valves,  fittings,  meters  and  so  forth.  I  will 
say  of  that  total  of  $667.97  there,  $134.34  is  included  in 
my  pipe  line  unit  prices. 

Q  Is  included?. 

**  Yes,  and  $533.63  is  included  in  the  meter  settings. 

0,  And  in  your  appraisal  of  meters  and  meter  settings  what  did 

you  allow  for  meter? 

A  The  meters. 

Q,  Bo  you  want  to  refer  to  M-6? 

A  I  put  the  meters  in,  I  think  I  have  a  note  of  that. 

Q  I  show  you  M-6? 

A  That  is  on  page  67  I  believe,  my  new  calculation.  I  have 
there  for  meters  $178.00. 

Q  MR.  CHAMBERS:  What  page  are  you  reading  from? 

A  That  is  on  page  67.  There  are  several  ways  to  figure  a 

meter.  You  can  figure,  a  meter  is  composed  of  a  recording 
gauge  which  has  generally  two  pens,  a  pressure  pen  and  a 
differential  pen  and  the  orifice  flanges  and  an  orifice 
with  a  connection  between  that  orifice  plate  and  the  meter. 
Now  you  can  figure  the  orifice  with  the  meter  and  you  can 
figure  the  orifice  itself  and  the  plate  and  you  get  a  higher 
figure  than  I  get,  so  when  I  say  I  used  $178.00  I  used  the 
bare  meter.  My  orifice  is  included  in  my  pipes,  valves  and 


/ 


i 


£ 


C-l-5 


Mr.  Edgar  G.  Hill 
Re -Cross-Exam,  by  Mr.  Blanchard 

-1797- 

fittings  in  the  listing,  so  that  there  is  apparently  no 
basis  for  an  exact  comparison  between  the  prices  I  used 
for  my  bare  meter  and  the  price  which  the  B.A.  has  included 

for  their  meter  because  their  meter  is  there,  it  seems  to 

\ 

contain  a  part  of  the  fittings  and  the  orifice  which  I  put 
in  my  meter  fitting.  All  you  can  take  is  the  total. 

Q,  Well  all  right.  Then  your  answer  with  respect  to  the  items 
under  "valves,  fittings,  meters  Etc."  in  the  B.A.  account 
is  that  part  of  it  is  included  in  your  unit  costs  or  con¬ 
struction,  or  rather  in  your  unit  costs  for  pipe. 

A  No,  not  for  pipe,  for  the  met-,r  setting. 

Q,  Perhaps  you  misunderstood  me? 

a  On  page, -I  can  say  this  perhaps  more  clearly,  in  the  B.A. 

statement  we  have  here  a  price  for  valves,  fittings,  meters 
and  so  forth. 

Q,  MR.  CHAMBERS:  On  what  page  is  that? 

A  That  is  on  page  3  and  page  4,  it  totals  anyway  $667.97. 

MR.  HARVIE:  I  think  we  must  for  our  purposes,  if 

you  will  excuse  me  interrupting,  I  think  Mr.  Hill  is  actually 
referring  to  pages  2  and  3  of  the  B.A.  submission,  volume 
2A,  not  volume  2. 

MR.  BLaNCHARD:  Volume  2a. 

THE  WITNESS:  Pages  3  and  4  are  the  pages  I  see  here. 

Q  MR.  BLaNCHARD:  Pages  3  and  4  of  volume  2 -A? 

a  Now  that  price  of  $667.97,  $134.34  is  included  in  my  price 
of  pipe  line. 

Q,  Is  included  in  your  price  for  pipe  line? 

A  Yes. 

Q,  That  is  what  I  wonted. 

«  And  the  balance  is  included  in  my  charge  for  meters,  my 
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price  for  meters. 

Q  In  your  price  for  meters? 

A  And  meter  settings  which  include.... 

Q,  s  shown  on  page  67  of  M-6? 

A  Yes . 

Q,  Now  then  I  again  refer,  and  I  should  not  have  taken  this  away 

from  you,  I  again  r  fer  to  page  4  of  2n,  of  the  B.A.  submission 
and  you  will  see  there  on  page  4  installation  costs  at  so 
much  per  foot? 

A  Yes. 


(Go  to  page  1799) 
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Q,  Then  there  is  another  item,  connection  labour.  Now  is  that 
item  -  do  you  know  whether  that  item  connection  labour  is  in¬ 
cluded  in  your  unit  cost? 

A  It  is  included  in  my  unit  cost  cf  pipe  line  labour. 

Q,  Now  then  I  just  want  to  be  clear  about  this  item  of  interest 

during  construction.  That  is  included  in  your  9 </o  general 
overhead. In  charging  3 fo  as  part  of  that  general  overhead,  you 
are  doing  so  on  the  assumption  that  the  whole  installations 
are  made  in  the  course  of  one  year  and  at  one  time.  Is  that 
right? 

A  That  is  correct. 

Q,  I  was  wondering  why  you  made  such  a  small  charge. 

t 

A  Because  you  would  not  need  your  money  over  half  the  time. 

Q,  And  you  are  charging  6^? 

/ 

A  I  am  charging  6 fo. 

Q,  Now  you  mentioned  the  fact  that  the  North  West  Utilities  was 
financed  by  bond  issue  largely? 

A  Largely,  yes  sir. 

Q,  And  the  result  is  that  I  suppose  that  as  the  Utility  Company 
receives  its  return  from  the  sale  of  gas  and  pays  these  bonds 
that  is  something  that  is  not  subject  to  the  payment  of  in¬ 
come  tax? 

MR.  CHAMBERS:  I  am  submitting  that  this  witness  does 

not  know, 

THE  CHAIRMAN:  He  might  know. 

Q,  MR.  BLANCHARD:  Is  that  correct? 

A  In  the  United  States  it  is  correct. 

Q,  But  you  do  not  know? 

A  I  would  not  say  all  of  the  interest  -  part  of  the  interest  at 
least.  I  do  not  know  what  the  Canadian  law  is. 
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Q,  THE  CHAIRMAN:  Mr.  Hill,  I  am  interested  in  this  general 

overhead  cost  that  you  have  added.  Does  that  item  appear  in 
the  Company's  books  at  all? 

A  No  sir. 

Q,  I  assume  it  is  an  item  that  you  have  added  because  in  your 

opinion  as  an  Engineer  it  is  a  proper  amount  to  add  to  a  val¬ 
uation  such  as  you  have  made? 

A  Yes  sir. 

Q,  On  what  base  did  you  arrive  at  your  depreciation.  You  may 

have  already  told  us  Mr.  Hill  but  if  you  have  I  have  forgotten. 
You  have  written  it  down  to  $173,200.00? 

A  I  arrived  at  it  on  the  basis  of  my  inspection  of  the  property 

and  my  determination  of  the  physical  condition  of  the  property. 

Q,  I  am  speaking  of  the  $212,100.00  item  which  you  have  written 
down  to  $173,200.00? 

A  I  depreciated  that  in  the  same  percent  that  I  depreciated  the 
physical  property. 

Q,  Yes  I  understand,  I  had  an  idea  and  I  may  be  quite  wrong, 

that  expenses  cf  that  kind  were  written  off  rather  quickly  by 
most  companies? 

A  I  do  not  know  of  any  companies  that  write  them  off  any  quicker 
than  they  write  off  their  physical  depreciation,  bond  discounts 
are  sometimes  amortized  over  the  life  of  the  bonds,  but  I  have 
not  taken  that  into  account  in  this  heading, 

Q,  I  am  going  to  ask  you  a  question  that  you  may  think  is  stupid, 
but  keeping  in  mind  that  I  am  merely  a  lawyer.  We  have  heard 
about  observed  depreciation.  We  have  heard  about  depreciation 
that  is  based  on  life  expectancy  and  we  have  heard  of  accrued 
depreciation  as  that  item  appears  in  the  Company's  books.  I 
am  not  altogether  satisfied  that  either  one  of  them  is  the 
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correct  measure  of  depreciation  used.  Is  there  any  way  at  all 
in  which  those  three  can  be  rationalized  so  that  a  humble  per¬ 
son  like  myself  might  arrive  at  a  fair,  decent  judgment? 

A  The  depreciation  that  is  shown  in  the  Company’s  books  in  this 
particular  instance  vjas  based  on  the  life  estimate  -  estimated 
life,  or  some  other  arbitrary  assumption  of  10$  depreciation 
as  I  understand  it  which  would  write  off  the  cost  of  the  prop¬ 
erty  in  ten  years.  That  is  common  practice  in  the  case  of  all 
prospecting  ventures  where  the  Company  needs  money  for  explor¬ 
ation  and  for  developmental  work.  It  takes  as  large  a  per- 
centage  that  a  prudently-  run  company  would  use  as  large  a 
percentage  of  annual  depreciation  as  tax  laws  would, 
permit  them  to  use  without  any  regard  tu  what  that  course  did 

to  its  property  account  because  its  earnings  are  not  based  on 
its  property  account  and  has  no  reason  for  keeping  its  prop¬ 
erty  account  intact  so  I  think  you  should  disregard  the  depre¬ 
ciation  now  shown  on  the  books  of  Royalite  for  this  Company’s 
property  at  the  time  it  was  put  into  the  public  service  as  a 
utility.  My  observed  depreciation  in  the  case  of  pipe  shows 
what  in  my  opinion  the  actual  facts  were  physically  at  the 
time  I  made  my  inspection. 

Q,  I  do  not  want  you  to  repeat  that.  I  understood  that. 

A  I  understand  that  now  there  are  other  ways  of  getting  at  the 

depreciation  that  has  existed,  that  is  actually  not  depre¬ 
ciation.  It  is  amortized,  you  might  say,  which  has  taken 
place  if  the  Company  was  a  public  utility  fr*m  the  start. 

That  is  what  was  done  as  I  recall  it  in  the  Valley  Pipe  Line 
case.  I  do  not  know  of  any  other  way  in  which  your  Commission 
can  rationally  approach  that  depreciation  problem.  I  think 
that  the  Compression  Stations,  the  new  Stations  have  a  life 
of  at  least  -  will  last  as  long  as  they  are  needed.  You  can 


V 


/ 


T 


.1  . 


i’  t  •  . 


v 


•r 


;  r 


* 


Edgar  G.  Hill, 

Examined  by  The  Board. 

Re-Exam.  by  Mr.  Chambers. 

-  1802  - 

corelate  those  stations  with  the  life  of  the  field.  The  pipe 
lines  will  probably  outlast  the  field  physically,  but  if  they 
do  they  will  have  no  use  except  what  you  can  get  out  of  them 
for  salvage.  The  Scrubbing  Plant.  I  think  that  the  Girbotol 
part  of  the  Scrubbing  Plant  with  proper  care  and  replacement 
as  necessary  will  last  as  long  os  the  field  is  there.  The 
Seaboard  Plant  will  not  -  I  do  not  think  it  will  physically 
and  I  apprehend  it  would  be  put  out  of  service  before  the 
Girbotol  is  put  out.  Is  there  anything  else  to  answer  your 
question? 

Q,  I  think  I  have  just  one  more.  I  suppose  that  another  Engineer 
going  over  this  plant  and  trying  to  arrive  at  observed  depre¬ 
ciation  might  very  well  be  higher  or  lower  and  it  would  be 
rather  miraculous  if  you  both' arrived  at  the  same  figure. 

A  I  would  be  pure  happen-chance . 

RE-EXAMINED  BY  MR.  CHAMBERS: 

Q,  There  is  one  question  I  would  like  to  ask  out  of  the  question 

itself  and  you  said  in  answer  to  my  learned  friend  Mr.  Blanchard 
the  other  day  that  you  thought  at  this  stage  #f  the  proceed¬ 
ings  5^>  would  be  a  fair  estimate  for  salvage  in  setting  up 
future  depreciation.  Am  I  right  in  that? 

A  Yes  sir. 

Q  And  that  figure  as  I  understand  it  is  what  you  sometimes  call 
net  salvage? 

A  Yes  sir,  net  salvage. 

Q,  And  by  that  is  meant  a  5 f0  would  be  recovered  by  the  Company 
after  it  has  paid  the  cost  of  dismantling  and  marketing  what 
is  marketable.  In  other  words  it  is  what  the  Company  would 
get  net  after  paying  the  salvage  cost.  Is  that  right? 
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A  That  is  right. 

Q,  DR.  BOOMER:  Mr.  Hill,  I  would  like  to  get  your  opinion 

on  this  matter  of  obsolescence.  I  am  not  quite  sure  that  I 
can  get  it  clearly  from  the  record  as  it  stands.  Supposing 
you  have  a  piece  of  machinery  in  service  on  which  you  place  a 
price  value  and  then  you  find  another  piece  of  equipment  that 
will  do  the  same  job  and  cost  less  new.  Should  you  reduce  the 
appraised  value  of  the  piece  of  equipment  in  use  to  the  value 
of  its  replacement? 

A  I  think  if  you  are  considering  value  you  must  take  into  account 
obsolescence  and  obsolescence  is  an  economic  question  which  in¬ 
volves  the  net  cost  to  the  owner  of  owning  and  operatinga 
piece  of  equipment  as  against  the  cost  of  owning  and  operating 
a  piece  of  equipment  of  another  type.  Now  in  my  experience  in 
the  United  States  I  have  never  yet  known  the  question  of  obso¬ 
lescence  to  appear  as  it  has  here.  That  is  where  we  have  two 
processes  which  are  rather  foreign  to  the  gas  business.  There 
are  not  many  gas  companies  that  scrub  their  gas.  We  have  a 
process  at  the  time  it  was  put  in,  the  only  process,  and  now 
we  find  another  process  coming  along  costing  less.  I  do  not 
know  about  the  operating  cost  but  costs  less  I  am  assum¬ 

ing,  to  buy.  It  seems  to  me  if  concept  of  value  is  used  by  the 
Commission  they  will  have  to  take  obsolescence  into  account. 

That  is  if  they  determine  the  value  of  the  Seaboard  equipment 
is  less  because  of  later  developments  they  will  have  to  take 
that  into  account  in  valuing  Seaboard  equipment.  In  other 
words  if  they  use  the  cost  concept  then  obsolescence  has  nothing 
to  do  in  their  findings,  because  cost  concept  takes  no  account 
of  that. 

Q  Would  it  be  fair  to  say  assuming  obsolescence  is  practiced  that 
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the  lalue  of  a  piece  of  equipment  that  is  obsolete  would  be 

written  down  on  the  books  until  the  net  cost  to  the  operation 

is  the  same  as  if  it  was  a  new  piece  of  equipment? 

As  I  said  before  if  the  rate  base  is  fixed  of  considering 

value  then  I  think  your  statement  is  correct.  If  it  is  fixed 

on  a  cost  basis  then  I  think  it  should  be  ignored. 

Q, 

You  do  not  in  your  appraisal  take  into  account  obsolescence 

at  all? 

A 

Ho  I  do  not  except  in  a  minor  way  in  the  Seaboard  plant  and 

it  was  vary  minor. 

Q, 

And  it  would  appear  in  your  percentage  of  depreciation? 

A 

That  is  right. 

Q, 

THE  CHAIRMAN:  That  obsolescence  Mr.  Hill  of  which  you 

have  just  been  speaking  is  sometimes  called  functional  depre- 

cia  tion? 

A 

Yes  I  think  it  is  erroneously  called  that  because  obsolescence 

is  purely  an  economic  question.  Functional  depreciation  as  I 

understand  it  is  the  ability  or  lack  of  ability  of  a  piece  of 

machinery  to  do  what  it  was  bought  to  do.  There  is  no  funct¬ 
ional  depreciation  in  the  Seaboard  plant.. 

Q, 

But  I  think  that  was  also  applied  Mr.  Hill,  to  the  consider¬ 
ation  of  what  another  piece  of  machinery  can  do  the  same  oper¬ 
ation  for? 

>  A 

I  would  consider  that  to  be  a  part  for  the  consideration  of 

obsolescence. 

MR.  CHAMBERS:  Arising  out  of  these  discussions  another 

question  has  come  to  me  and  I  am  perhaps  more  or  less  thinking 

out  loud.  Mr.  Hill  you  said  to  the  Board  that  in  dealing  with 

observed  depreciation  and  as  applied  to  functional  depreciation 

of  cost  you  should  take  obsolescence  into  account. 
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Q,  Now  assume  that  we  apply  what  is  known  as  a  service  lif\  method 
of  arriving  at  the  approved  depreciation.  I  suggest  to  you 
that  this  Seaboard  plant  when  it  W' s  put  in  was  capable  of 
handling  so  much  gas  over  its  total  life,  or  it  was  capable 
of  so  many  years,  whichever  basis  you  want  to  take,  and  that 
is  we  are  going  to  estimate  the  depreciation  to  date  on  a 
service  life  proposition,  it  occurs  to  me  that  this  so- 
called  obsolescence  depreciation  should  not  enter  into  the 
picture.  What  do  you  say  as  to  that? 

A  I  think  it  depends  on  what  base  the  plant  is  computed  on, 
whether  computed  on  a  cost  base,  and  if  it  is  computed  on  a 
cost  bas.i,  I  would  say  you  were  absolutely  right.  If  it  is 
computed  on  a  reproduction  cost  new  base,  which  reproduced 
plant  is  20  or  22^  higher  than  the  cost,  then  the  obsoles cenoe , 
if  any,  I  think  would  enter  into  the  final  decision  of  its 
depreciated  value. 

Q,  That  would  applv,  that  would  be  applying  it  on  present  day 
costs  new? 

A  That  is  right. 

THE  CHAIRMAN:  Anything*  further?  Mr.  Hill, 

before  you  leave  the  witness  stand,  Dr.  Boomer  end  I  want 
you  to  know  how  much  we  appreciate  the  assistance  you  have 
given  us  in  this  particular  case.  We  consider  that  your 
evidence  is  very  very  valuable,  and,  above  all,  we  have  been 
delighted  with  the  frankness  and  the  sincerity  with  which  you 
gave  your  evidence.  We  might  not  agree  with  you  altogether 
but  that  does  not  detract  from  the  pleasure  we  have  had  in 
hearing  you  and  the  value  which  we  place  on  your  evidence. 
WITNESS:  Thank  you  very  much,  Mr.  Black- 

stock. 

THE  CHAIRMAN :  All  right ,  Mr . Cha mb  ers . 
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WILLIAM  CLIFFORD  KIRKPATRICK,  having 

been  first  duly  sworn,  examined  by  Mr.  Chambers,  testified  as  follows 

- 


0. 

*  A 

Q, 


A 

Q 


A 

Q 


A 

Q 


A 


-  Q. 

A 

Q. 

A 

Q 

A 


Your  full  neme  is  William  Clifford  Kirkpatrick,  is  that  right? 
Yes  sir. 

And  you  ere  the  s a cret ary-treas urer  of  the  Madison  Nature!  Gas 
Comp any? 

I  am. 

Now,  Mr.  Kirkpatrick,  you  were  present,  and  I  understand  you 
have  made  yourself  familiar  with,  I  should  say  you  were  present 
when  Mr. Fill  gave  his  evidence? 

Yes . 

And  you  have  examined  Exhibits  59  and  60  which  are  his  apprais 
al  reports? 

Yes  sir,  I  have. 

Now,  Madison  has,  as  I  understand  it,  acquired  or  taken  over  the 
property,  qt  at  least  I  want  to  satisfy  the  Board  that  Madison 
has.  Now  I  would  like  you  to  tell  us  whether  that  is  so  and 
whet  you  know  about  it? 

Well  included  in  the  Madison  report  M-6,  which  is  Mr.  HillTs 
original  appraisal,  and  that  is  Exhibit  59,  and  I  believe 
Madison's  number  M-6A,  which  is  Exhibit  60,  I  believe,  are  the 
physical  assets  which  Madison  acquired  from.  Royalite  by  agree¬ 
ment.. 

Have  you  that  agreement? 

Yes,  I  have  that  with  me. 

And  y^u  are  referring  to  an  agreement  of  the  10th  day  of  March, 
1944? 

"^es ,  I  think  that  is  the  agreement. 

Between  the  Royalite  as  vendor  and  Madison  as  purchaser? 

Yes,  sir. 


MR.  BLANCHARD: 


What  was  the  date,  Mr. Chambers? 
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MR.  CHAMBERS :  10th  day  of  March.  I  suggest  to 

the  Board  that  it  should  not  be  necessary  to  file  the  original 
but  I  will  have  the  original  if  anybody  wants  to  check  it. 

TPE  CHAIRMAN:  No,  I  do  not  think  you  should  be 

celled  on  to  do  that.  Have  you  a  copy  of  it? 

MR.  CHAMBERS  :  Yes  sir. 

THE  CHAIRMANS  You  have  checked  the  copies  and 

you  know  they  are  correct? 

WITNESS:  They  have  been  read  back. 

AGREEMENT  BETWEEN  ROYALITE  AND 
MADISON  NATURAL  GAS  MARKED 
EXHIBIT  68. 

available • 

MR.  CHAMBERS:  I  only  have  two  extra  copies  of 

I  am  ready  to  distribute  them. 

THE  CHAIRMAN:  It  is  an  innocuous  document,  Mr. 

0  h  •'  mb  ers  ? 

MR.  CHAMBERS :  Yes.  Does  the  Board  suggest  that  the 

document  should  be  read  into  the  record? 

THE  CHAIRMAN:  I  do  not  think  so,  Mr.  Chambers, 

unless  there  is  any  part  of  it  you  feel  is  important. 

MR.  CHAMBERS :  No,  except  that  I  should  -probably 

i 

point  out  for  the  purposes  of  the  record  here  that  the  consider- 

i 

ation  was  2,899,99*4  fully  paid  no  par  value  shares. 

Now,  Mr.  Kirkpatrick,  what  steps  have  you  taken,  or  has  any¬ 
body  else  under  the  Madison  taken  to  verify  the  existence  of 
the  plant  and  equipment  that  has  been  galued  by  Mr.  Hill  and 
then  has  been  turned  over  to  Madison? 

MR'.  EAR  VIE ;:  I  suppose  Mr.  Chambers,  you  mentioned 

< 

the  number  of  fully  paid  up  shares,  I  suppose  that  represents 
the  same  number,  of  dollars? 

MR.  CHAMBERS:  No,  no  valu‘  tion  at  all. 


MR.  EENERTY: 


You  say  no  par  value  shares? 


♦ 


\u 
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There  are  2-, 899,994  shares  a.tl 


no  nominal  psr  value? 


ME  .  EENERTY : 


You  have  to  show  them  at  so  many 


shares  at  so  many  dollars  and  so  many  no  par  shares  at  a  price 
of  so  much.  If  you  are  a  Provincial  Company  or  a  Dominion 
Company  with  no  par  value  shares,  you  will  look/at  it  and  you 
will  find  that  you  have  the  right  to  sell  those  shares  at  a 
consideration  not  exceeding  that  amount,  and  that  is  the  only 
right  you  have  under  vour  charter.  You  have  to  sell  those, 
so  many  shares  at  so  many  dollars. 

TEE  CHAIRMAN:  If  you  make  an  allottment,  Mr. 

Eenerty,  does  that  imply  the  sale  of  the  shares? 

M~  .  FENERTY:  I  beg  your  pardon. 

THE  CHAIRMAN: .  If  you  make  an  allottment  does  that 

imply  the  sale  of  the  shares? 

MR.  FIMERTYi  The  sale  of  the  shares? 

TFE  CHAIRMAN:  If  you  make  an  allottment? 

MR.  EENERTY :  Yes.  Whet  I  say  with  no  par  shares 

the  only  thing  you  can  do  is  to  sell  them  at  a  price  not 
exceeding  your  figure  mentioned  in  the  charter.  That  is  what 
your  charter  says. 

MR.  CHAMBERS:  I  know  what  the  charter  says. 

MR.  EENERTY:  That  is  what  the  Act  says. 

MR.  CHAMBERS:  The  Act  says  for  the  purpose  of 

doing  business.  Surely  you  can  do  it  on.  a  certain  basis? 

THE  CHAIRMAN.:  I  pass  security  issues  all  the  time, 

Mr.  Eenertv,  where  the  promoter  gets  a  million  no  par  value 
shares  for  his  property,  and  there  is- no  kention  of  prices  at 
ell.  Am  I  doing  wrong  in  doing  that? 

MR.  EENERTY:  I  am  only  saying  what  my  interpre¬ 


tation  of  the  law  is,  and  my  interpretation  of  the  law  is  that 


\ 


' 


I 
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every  no  par  share  that  was  ever  authorized  in  any  company, 
either  under  the  Dominion  or  the  Alberta  Act,  is  something 
which  may  be  sold  for  a  price  not  exceeding  a  certain  amount, 
and  that  is  the  incident  of  a  no  par  share-.  However,  that  is 
all  right. 

MR.  CHAMBERS:  I  am  prepared  to  stand  by  the 

validity  of  the  agreement. 

MR.  FENERTY:  Just  let  us  take  this  for  a  moment. 

Let  us  say  that  you  have  got  now,  the  difference  between  the 
par  shares  and  the  no  par  shares,  is  that  a  par  share  may  be 
issued  at  a  premium.  If  it  is  a  $100.00  share  you  can  issue 
it  for  $100.00  or  something  more,  but  you  cannot  issue  it  at 
a  discount,  except  by  way  of  a  commission,  2 5fo  or  so.  When 
you  come  to  '8  no  par  share  you  can  issue  it  at  am?  price  up 
to  the  amount  specified,  and  you  pay  a  registration  fee  based 
on  the  maximum  price,  which  may  be  $1.00.  Now,  this  does  not 
mean  anything.  Suppose  those  shares  are  such  that  you  can 
issue  them  for  a  consideration  not  exceeding  ^1.00,  and  they 
have  been  issued  for  a  consideration  of  1  cent,  then  you  have 

got  l/lOOtfc  of  this  price.  You  have  not  got  anything  unless 

* 

you  know  the  amount  that  they  are  issued  at. 

MR.  CHAMBERS:  Where  does  the  law  require  me  to 

tell  you  that?  You  can  look  at  the  charter  of  the  company  and 
you  can  find  the  consideration. 


I  ; 
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MR.  FENERTY:  There  is  no  way  of  setting  the  price 

if  any  of  the  shares,  can  be  issued  for  anwheres  from  1  cent 
to  100  dollars  a  share,  but  not  exceeding  100  dollars  a  share 
and  you  issue  so  many  thousand  for  the  company,  there  is  no 

■  9 

way  of  telling  whether  you  have  paid  100  times  the  minimum 
consideration  or  not  for  the  company  unless  you  see  the  amount 
for  which  each  share  was  issued.  You  can  issue  them  from 
anywhere  from  a  cent  up  to  100  dollars  and  the  number  of  shares 
mean  nothing  unless  you  know  the  amount  at  which  they  are  issued. 
THE  CHAIRMAN:  I  can  see  the  point  you  are  struggling 

with,  Mr.  Fenerty,  and  I  know  what  is  in  your  mind.  But  if  you 
saw  the  BoardTs  Order  approving  of  that  agreement  it  might  as 
well  have  said  tuppence-ha’penny  or  50  million  dollars  for  all 
the  difference  it  is  going  to  make  in  the  final  result  of  this 
case.  There  is  an  Order  of  this  Board  approving  the  agreement 
and  it  is  hedged  I  hope  so  carefully  I  say  they  might  as  well 
have  said  tuppence-ha’penny  or  50  million  dollars.  Then  per- 
haps  we  can  go  on  with  the  witness. 

THE  WITNESS:  What  is  the  question? 

Q,  MR.  CHAMBERS:  The  question  is  this,  do  you  as  sec¬ 

retary  of  the  Madison  Company,  did  the  Madison1  Company 
satisfy  itself  that  it  has  gotten  the  assets  and  of  their  exist¬ 
ence  covered  by  Mr.  Hill’s  exhibit  59  and  60? 
p  A  During  the  course  of  the  calendar  year  1944,  the  early  part  of 

the  year,  or  commencing  the  early  part  of  the  year,  arrange¬ 
ments  were  made  to  have  an  inventory  of  the  physical  plant 
and  equipment  which  is  included  in  Exhibit  59  verified  with 
the  equipment  in  existence  and  used  in  the  field.  The  above¬ 
surface  equipment  such  as  buildings,  pumps,  bunk-houses,  build¬ 
ings,  automotive  equipment,  boilers,  etc.  were  verified  as  to 
their  existence  as  against  the  contents  of  Exhibit  59.  Not  all 
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of  that  was  hone  by  visual  inspection  by  people  from  the 
Calgary  office  but  the  bulk  of  it  was.  Equipment  located,  in 
r  .ther  isolated  parts  of  the  field,  such  as  heaters  and  boilers, 
were  checked  in  the  main  by  contact  with  field  personnel  fam- 

i 

iliar  with  their  existence  and  use.  As  to  pipline  footage 
and  sizes  contained  in  Exhibit  59,  they  were  tied  in  with 
field  engineering  maps  prepared  by  MadisonTs  staff.  Arising 
out  of  that  inventory,  which  I  do  not  submit  is  100  per  cent 
checked  but  is  substantially  so,  is  the  statement  M-6A  marked 
Exhibit  60.  I  say  not  100  per  cent  checked  because  every 
little  fitting  and  valve  has  not  yet  been  checked 
has  not  been  possible  to  do  so.  But  we  are  generally  satisfied 
of  the  existence  and  use  of  that  equipment. 

Q,  MR.  Kirkpatrick,  it  was  a  result  of  yuur  check  that  it  was 
necessary  for  Mr.  Hill  to  prepare  his  Exhibit  60? 

A  That  is  exactly  the  reason  it  w as  prepared.  I  might  say  too, 

Mr.  Chambers,  that  the  existence  of  the  materials  and  supplies 
has  been  verified  on  three  separate  occasions  by  actual  count  = 

Q,  MR.  BLANCHARD:  That  is  the  item  under  working  cap- 

it  al? 

A  Yes,  sir. 

Q,  MR.  CHAMBER 3 :  Pursuant  to  Exhibit  68  which  was  the 

general  agreement  between  the  two  companies,  there  was  an 
assignment  of  certain  contracts  by  Royalite  to  Madison.  One 
was  the  Gas  Company  contract  was  it  not? 

A  Yes,  sir. 

Q,  We  have  several  copies  of  that  . 

A  Yes,  you  want  both  the  assignment  and  the  contract  proper. 

MR.  CHAMBERS:  I  think  it  would  be  as  well  to  put 

them  in  as  one  Exhibit . 


•  i.  .  .  J.  .. 
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THE  CHAIRMAN:  I  think  so. 

DOCUMENTS  IN  QUESTION 
NOV/  MARKED  EXHIBIT  69. 

Mn .  CHAJ23ERS:  Exhibit  69  consists  of  an  assignment 

dated  the  20th  day  of  March,  1944  from  the  Royalite  Oil  Company 
Limited  to  Madison  Natural  G-as  Company  Limited  and  the  Canadian 
Western  Natural  G-as ,  Light,  Heat  &  Power  Company  Limited  and 
attached  to  the  assignment  and  forming  part  of  the  Exhibit  are 
three  agreements.  There  is  an  agreement  dated  the  10th  day  of 
July,  1925  between  the  Royalite  Company  and  the  Canadian  Nat¬ 
ural  Gas,  Light,  Heat  &  Power  Company  Limited;  another  agree¬ 
ment  dated  the  27th  day  of  June,  1924  between  the  United  Nat¬ 
ural  Gas  Development  Company  and  the  Canadian  Western  Natural 
Gas,  Light,  Heat  &  Power  Company  Limited  and  a  third  agreement 
dated  21st  December,  1921  between  Royalite  Oil  Company  Limited 
and  Canadian  Western  Natural  Gas,  Light,  Heat  &  Power  Company 
Limited.  I  take  it  the  Board  does  not  want  us  to  read  the 
contracts  into  the  record.? 

THE  CHAIRMAN:  No.  There  are  two  there  that  perhaps 

you  can  tell  us  briefly  the  purpose  of.  First,  Mr.  Chambers, 

I  refer  to  the  agreement  of  the  27th  of  June,  1924  between 
United  Natural  Gas  Development  Company  and  the  Gas  Company. 

MR.  CHAMBERS:  The  main  agreement  is  the  one  of  the 

10th  of  July,  1925.  They  are  really  supplementary  to  and 
making  changes  in  the  prior  contract.  The  final  agreement  is 
really  the  one  of  the  10th  of  July,  1925  because  it  incorporates 
certain  other  provisions  in  it. 

THE  CHAIRMAN :  It  is  the  one  that  governs  today? 

MR.  CHAMBERS:  Yes.  Well  I  think  the  final  agree¬ 

ment  mentioned  a  rate  of  10  cents. 

A  Nine  cents.  Ten  cents  and  nine  cents. 
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Q,  And  that  amount  was  changed,  lowered. 

THE  CHAIRMAN:  Have  you  any  more  copies  of  that? 

A  I  ->an  get  some.  I  can  give  you  mine  if  we  are  not  going  to 

0 

discuss  it. 

Q,  In  the  meantime  you  can  keep  it  and  we  can  get  it  from  you 
when  we  are  through. 

MR.  CHAMBERS:  I  do  not  propose  to  discuss  the 

contracts.  I  mean  they  speak  for  themselves  and  I  am  just 
wanting  to  show  through  Mr.  Kirkpatrick  and  get  on  the  record 
that  Madison  now  has  them  in  place  of  Royalite.' 

Q,  Then,  Mr.  Kirkpatrick,  there  was  certain  correspondence  between 
the  two  companies  early  in  1944  which  dealt  with  the  supplying 
have  you  those  letters? 

A  You  are  referring  to  the  arrangement  between  Royalite  and 
Madison  for  the  acquisition  of  gas? 

Q,  Yes. 

A  Yes . 

DOCUMENTS  IN  QUESTION 
NOV;  MARKED  EXHIBIT  70. 

Q,  Just  tell  us  briefly,  Mr.  Kifkpetrick.  There  are  two  letters 
one  dated  February  3rd,  1944  from  Madison  Natural  G-as  Company 

i 

Limited  to  J.  H.  McLeod  of  the  Royalite  Oil  Company  Limited  and 
Mr.  McLsodTs  reply  on  behalf  of  Royalite  to  Madison  .dated  the 
7th  day  of  February,  1944.  Would  you  just  tell  us  briefly 
what  those  letters  contain? 

A  Under  the  agreement  of  March  10th,  1944,  Royalite  undertook 
to  transfer  to  Madison  all  the  contracts  and  agreements  and 
the  rights  involving  the  acquisition  and  purchase  of  gas  from 
the  producers  and  also  the  Canadian  Western  contract  under 
which  the  sale  of  the  gas  was  made.  However,  as  it  was  fore- 
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seen  that  it  would  be  some  considerable  time  before  we  could 
make  the  formal  transfer  of  the  numerous  producers1  agreement 
which  Royalite  had  in  existence  at  that  time  and  furthermore 
it  was  contemplated  that  possibly  there  would  be  some  required 
changes  in  the  producers1  contracts  as  it  became  necessary  to 
transfer  the  formal  assignments  of  the  producers1  contracts 
and  these  letters  undertake  to  set  forth  the  arrangements 
under  which  Madison  would  acquire  the  gas  from  the  Royalite 
under  the  Royalite Ts  then  existing  producers1  contracts.  In 
other  words  .... 

Q  It  was  an  exchange  of  letters  to  outline  the  arrapgements  until 
such  time  as  other  arrangements  could  be  completed? 

A  Yes. 

Q  In  other  words,  rather  than  enter  into  a  specific  assignment 
of  all  these  producers1  contracts  the  matter  was  covered  in 
correspondence,  Exhibit  70,  uxltil  the  whole  question  of  the 
contracts  was  finally  disposed  of? 

A  Yes.  That  was  the  whole  intention. 

Q  And  there  has  been  prepared  and  is  contained  in  Madison’s 

submissions  which  have  been  filed  with  the  Board,  a  form  of 
proposed  contract? 

A  Yes,  Madison’s  report  M-16  shows  a  draft  proposed  contract 
which  we  hope  to  discuss. 

Q  Then  Royalite  formerly  had  a  contract  with  or  supplied  gas  to 
the  Valley  Gas  Company?  I  understand  Madison  has  taken  over 
that  contract. 

A  Yes  sir. 

Q,  Have  you  got  the  document  in  that  connection? 

A  Yes,  sir. 


DOCUMENT  IN  QUESTION 
NOV/  MARKED  EXHIBIT  71. 
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Q,  Exhibit  71  consists  first  of  all  of  an  assignment  dated  the 

11th  day  of  August,  19.44  between  Royalite  Oil  Company  Limited 
M«dison  Natural  G-as  Company  Limited  and  Valley  Gas  Company 
Limited  and  attached  to  that  assignment  is  the  agreement  re¬ 
ferred  to  in  the  assignment  itself,  being  the  agreement  dated 
the  20th  day  of  March,  1940  between  Royalite  and  Valley  Gas 
Company  Limited  and  attached  to  that  again  is  a  letter  of  the 
2 ‘8th  day  of  December,  1943  from  Mr.  Heard  on  behalf  of  the 
Royalite  Oil  Company  Limited  to  the  Valley  Gas  Company  Limited 
and  a  further  letter  dated  the  29th  of  December,  1943  from 
Valley  Gas  Company  Limited  to  Royalite  Oil  Company  Limited. 

In  other  words,  Mr.  Kirkpatrick,  as  I  understand  it  this  Ex¬ 
hibit  71  sets  out  the  arrangements  under  which  you  are  dealing 
with  the  Valley  Gas  Company  Limited. 

A  That  is  correct. 

Q,  Mr.  Kirkpatrick,  in  addition  to  these  physical  assets,  plant 

and  equipment  that  Madison  acquired  from  Royalite,  I  understand 
you  got  certain  cash  and  stock  in  trade.  You  can  tell  us  about 
that? 

A  Well  we  acquired  a  total  of  $100,000.  in  cash  and  in  addition 
to  that  ....  That  was  the  cash  working  capital  which  it 
was  estimated  the  Company  would  require  to  operate  on  its  own. 
In  addition  to  that,  we  acquired  approximately  465, j00,, 
$65,700.  in  materials  and  supplies  of  a  maintenance  and  oper¬ 
ating  character  which  were  on  January  1st,  1944  physically 
in  position  in  the'  Turner  Valley  warehouses.  In  addition  to 
that  there  were  through  normal  operations  equipment  of  a 
non-caplt^l  nature,  operating  and  maintenance  equipment  on 
order  and  in  transit  to  those  warehouses  and  those  were  di¬ 
verted  to  Madison  but  not  paid  for  by  Madison  since  they  were 
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not  on  Janaary  1st,  1944  available  in  the  warehouses  but  were 

O  a  5 

in  transit.  The  total  effect  of  the  initial  volume  of  materials 
taken  over  on  January  1st,  plus  what  was  received  during  the 
year  as  a  result  of  orders  pending,  amounts  to  approximately 
$93,000.  I  beg  pardon,  The  figure  is  somewhat  higher  than 
that  but  of  that  total  we  have  identified  $93,000  as  materials 
and  supplies  of  an  operating  and  a  maintenance  character. 

Q,  That  were  taken  over  by  Madison  from  Royalite? 

A  They  were  taken  over  at  the  beginning  of  the  operation  or  were 

subsequently  received  since  these  materials  were  then  in  trans¬ 
it. 

Q,  In  additon  you  say  they  got,  Madison  got  from  Royalite 
$100,000.  in  cash?  . 

A  That  is  correct. 

Q,  And  am  I  right  in  this,  that  Mr.  Hamilton,  the  Board  Ts  auditor, 
has  familiarized  himself  with  these  details  more  or  less  .  .  .  • 

A  I  do  not  know  to  what  extent  Mr.  Hamilton  has  gone.  But  I  know 
we  gave  him  everything  he  presumably  required. 

Q,  I  do  not  want  to  go  into  this  in  detail  because  I  take  it  Mr. 
Hamilton,  the  Board’s  auditor,  has  satisfied  himself  or  will 
satisfy  himself. 

A  I  know  his  examination  has  been  exhaustive  but  I  cannot  say 
whether  he  has  been  srtisfied  or  not. 

Q,  Let  me  put  it  this  way.  He  has  inquired  about  it  and  made 
certain  checks? 

A  Yes,  air,  he  has. 

Q,  Mr.  Kirkpatrick,  on  page  1654  of  Volume  21,  Mr.  Steer  question¬ 
ed  Mr.  Hill  about  a  truck  that  was  worn  out  and  replaced  in 
1944.  Mr.  Blanchard,  on  page  1704  of  Volume  22,  deals  with  , 
the  same  matter.  I  wonder  if  you  would  tell  us  about  this 
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worn  out  truck,  so  called. 

A  Well  I  think  some  confusion  has  arisen  and  I  think  it  was  in 
M:  .  Steer’s  and  Mr.  Blanchard’s  minds  that  one  of  the  units 
originally  taken  over  had  been  worn  out  and  scrapped  or  other¬ 
wise  disposed  of  and  a  new  unit  acquired  as  a  replacement  of 
it  in  1944.  That  is  not  exactly  the  case  although  I  believe 
the  confusion  arises  through  the  fact  that  in  Madison  report 
M-8,  which  has  not  yet  been  submitted,  reference  was  made  on 
page  9  under  the  caption  Estimate  23-1  might  say  that  this 
report  M-8  is  in  explanation  from  an  operating  standpoint  of 
the  reasons  and  necessity  for  the  equipment  that  was  acquired. 
Mr.  Stevens-G-uille  ’  s  report  sets  forth  that  this  half-ton 
truck  was  in  normal  replacement  of  a  unit  which  had  become  worn 
out  in  service.  Unfortunately  that  is  not  quite  right.  It 
was  a  direct  replacement  -  I  beg  pardon,  a  direct  addition  to 
the  existing  vehicles.  The  older  unit  was  not  turned  in  or 
disposed  of  and  it  is  still  in  operation. 

Q,  Now  am  I  right  in  this,  that  Madison  now  owns  and  uses  the 
four  trucks  that  ©re  described  on  page  63  of  Exhibit  59  and 
in  addition  it  now  owns  and  uses  an  additional  half- ton  truck 
which  it.  bought  itself  in  1944  . 

A  Yes,  sir,  we  have  the  four  trucks  listed  on  page  68  of  Exhibit 
59  and  in  addition  thereto  we  acquired  in  1944  another  half¬ 
ton  truck. 

Q,  Now  on  pages  45  and  54  of  Exhibit  59,  which  is  Mr.  Hill’s 

report  aoud  again  on  page  7  of  Exhibit  60  which  is  his  supple¬ 
mentary  report  Mr.  Hill  dealt  with  that  G-irbotol  royalty 
payment ,  and  for  the  purposes  of  the  record  rather  than  for 
the  purposes  of  my  question,  I  an  giving  the  places  where  it  is 
also  referred  to,  that  is  on  page-  1579  of  Volume  20,  it  is 
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dealt  with  again  in  cross-examination  and  on  page  1658  of 
volume  21,  There  was  a  question  as  to  how  Mr.  Hill  included 
a  certain  amount  in  his  valuation  for  the  pre-payment  of  the 
Girbotol  license.  Now  first  of  all,  have  you  a  copy  of  that 
Girbotol  agreement? 

A  Yes,  sir,  I  have  -that  here. 


(Go  to  page  1819 ) 
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(Dooament  produced  by  Witness) 

MR.  CHAMBERS:  This  might  be  Exhibit  72  then. 


* 


DOCUMENT  PRODUCED  HERE 
MARKED  AS  EXHIBIT  72. 

Q  MR.  CHAMBERS:  And  you  have  the  assignment  of  that? 

A  That  is  attached  to  it,  Mr.  Chambers.  The  assignment  should 

be  right  on  the  top  of  your  copy,  the  assignment  proper 
comprises  the  first  four  pages,  four  or  five  pages  of  that 
Exhibit . 

Q  That  is  the  Cirbotol  agreement  or  licence,  plus  the 

assignment  from  Royalite  to  Madison  dated  the  first  of 
January  1944. 

A  The  assignment  is  as  of  the  first  day  of  January  1944.  The 
original  licence  agreement  is  the  first  day  of  December 
1941  and  the  supplemental  agreement  dated  the  31st  day  of 
October  1942,  they  all  comprise  Exhibit  72. 

Q,  Perhaps  just  for  the  purposes  of  the  record,  rather  than 
having  to  read  all  this  agreement  into  the  record,  the 
Cirbotol  licence  agreement  is  dated  the  first  of  December 
1941,  granted/the  Oirdler  Corporation,  to  Royalite  and  it 
recites  that  Cirdler  is  the  owner  of  letters  patent  granted 
by  the  Dominion  of  Canada  on  the  8th  of  December  1931,- 
and  that  date  will  be  of  some  importance  later  on  as  will 
appear  by  Mr.  Kirkpatrick’s  evidence. 

Then  by  clause  2  of  the  licence 
agreement  the  Cirdler  Company  grants  for  the  life  of  the 
agreement  a  licence  which  in  effect  is  for  the  life  of  the 
patent  and  any  extentions  of  it  and  the  limit  of  the  licence 
is  not  to  exceed  ten  million,  is  that  M.C.F? 
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S.C.F.,  standard  cubic  feet. 

Every  twenty-four  hours  containing  not  more  than  a  thousand 
grains  of  hydrogen  sulphide  per  one  hundred  '.C.F. 

Then  clause  3  says  the  agreement  will  ru&  to 
the  full  end  of  the  term  of  the  aforesaid  letters  patent  or 
any  re-issue  or  extention  thereof. 

And  then  in  clause  4,  for  the  right  and 
licence  herein  granted  the  licencee  shall  pay  and  hereby  agrees 
to  pay  to.  Gir  liar",  subject  to  the  provisions  of  article  14 
within  thirty  days,  $25,000.00,  within  thirty  days  after  the 
plant  has  been  placed  in  commercial  operation. 

THE  WITNESS:  That  is  U.S.  dollars,  United  States  dollars. 

MR.  CHAMBERS:  Yes.  Then  I  do  not  think  there  is  anything 

in  clause  5. 

The  next  clause  is  6  that  I  suggest  is 
important  and  that  in  effect  as  I  understand  it,  -  says  when 
the  Company  uses  or  processes  more  than  this  ten  million  per 
day,  they  pay  an  additional  fee  to  the  Girdler  people  and 
they  may  do  it  in  either  one  of  two  ways,  either  "A"  or  TTB" 
and  as  I  understand  it,  nAn  provides  on  a  monthly  basis  and 
"B"  is  in  effect,  may  obtain  it  in  a  capital  •. rount .  I  have 
not  frankly  gone  over  the  ugronmh nt  in  dethil  but  that  is  my 
understanding  of  it. 

MR.  HA.RVIE:  Does  it  give  the  amount  per  thousand? 

MR.  CHAMBERS:  Yes,  that  will  be  clause  T,nTt  or  paragraph 

"A"  of  clause  6  of  the  agreement: 

"Will  pay  to  Girdler  on  or  before  the  25th  day 
of  the  next  following  calendar  month,  a  Thruput 
royalty  for  each  one  thousand  S.C.F.  of  Natural 
gas  treated  in  excess  of  the  licenced  maximum 
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average  quantity  specified  in  Article  2  hereof, 
the  amount  of  said  fhruput  royalty  being  de¬ 
termined  from  part  A  and  C  of  the  following  rate 
schedule  in  accordance  with  the  hydrogen  sulphide 
content  of  the  gas  treated.” 

It  is  a  quarter  of  a  cent  in  United 
States  funds,  Mr.  Harvie,  I  am  told,  yes,  it  appears  in  clause 
4  or  on  page  4  under  "rate  schedule",  that  is  .25  of  United 
States  dollars. 

Mr.  Chairman,  are  we  going  to  take  a  recess? 
THE  CHAIRMAN:  I  would  suggest  this  is  a  suitable  time. 

MR.  CHAMBERS:  Yes,  it  is  for  me. 

THE  CHAIRMAN:  All  right. 

(a  short  recess  was  here  taken) 

(After  recess)  Direct-Examination  of  Mr.  Kirkpatrick  con¬ 
tinued  by  Mr.  Chambers. 

Q,  MR.  CHAMBERS:  Mr.  Kirkpatrick,  when  we  rose  I  was  just 

going  to  the  matter  of  the  amount  of  $19, 726.00  I  think  was 
the  amount  which  Mr.  Hill  included  in  his  valuation  as  adjusted 
by  Exhibit  60,  being  the  prepaid  amount  of  the  Cirbotol 
royalties,  would  you  please  tell  us  how  that  amount  of 
$19,726.00  was  arrived  at? 

A  Yes,  in  Mr.  Hill's  Exhibit  59,  that  is  the  report  M-6  at  pages 
45  and  54,  an  amount  was  shown  under  the  "New"  column  of 
$27,500.00  and  under  the  "less  depreciation"  column  of 
$25,300.00.  At  the  time  that  we  conducted  the  examinations 
which  I  referred  to  earlier,  namely,  the  checking  of  the 
report,  we  discovered  that  that  amount  was  incorrect  and  we 
drew  it  to  Mr.  Hill's  attention,  as  a  result  of  which  he  made 
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an  adjustment  in  his  report,  M-6  "A"  at  page  7,  that  is  a 
downward  adjustment  of  $7,774.00  in  the  unewTI  column  and 
$5,  574,00  in  the  "less  depreciation"  column  and  the  net  then 
of  those  two  figures  is  $19,726,00  recited  in  both  the  "new" 
and  the  "less  depreciation"  columns. 

Q,  Now  the  Royalty,  as  I  understand  it,  the  original  cost  was 
$27,750,00? 

A  That  was  the  original  cost. 

Q,  In -American  funds,  that  is  what  it  cost  in  Canadian  funds  to 
produce  the  $25,000.00  in  American  funds,  is  that  right? 

A  Yes. 

Q,  Now  how  did  they  arrive  at  that  amount  of  $8,024.00,  to  bring 
it  down  to  the  $19,726.00  as  at  January  1944? 

A  Well  it  was  arrived  at  in  the  following  manner;  from  the 

Cirdler  licence,  which  has  been  marked  as  an  exhibit,  I  have 
forgotten  the  number,  the  date  of  the  original.... 

Q  Exhibit  72? 

A  Exhibit  72,  the  date  of  the  original  letters  patent  granted 
was  December  8th,  1931.  The  date,-  we  assumed  then  that  it 
would  have  a  life  of  seventeen  years  from  that  date,  that  is 
the  letters  patent  would  expire  on  December  8th, 1948.  Royalite 
acquired  this  licence  on  December  1st,  1941  so  that  it  had 
something  in  the  neighborhood  of  seven  years  to  run.  However 
it  happened  that  in  the  month  of  December  a  relatively  small 
insignificant  amount  of  gas  was  processed  or  purified  through  tie 
Cirbotol  system  so  for  practical  accounting  purposes  the  life 
of  the  patent  was  assumed  to  be  for  amortization  over  a  period 
of  eighty-three  months,  that  is  computed  as  the  period  between 
January  1st,  1942  to  November  30th,  19_t» 

Q  Until  the  expiration  of  the  Cirdler  patent? 
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A  Well  within  seven  days  and  for  practical  purposes  we 

ignored  that.  That  gave  an  amortization  rate  per  month  of 
$334.34.  That  came  within  some  twenty  odd  cents  of  the 
actual  amount.  Since  Royalite  has  had  the  use  of  this 
licence  for  two  years  or  twenty-four  months,  it  had  amortized 
twenty-four  times  $334.34,  or  a  total  of  $8,024.16,  which 
deducted  from  the  initial  payment  or  the  original  payment  of 
$27,750.00,  arrived  at  $19,726.00,  which  Mr.  HillTs  figure 
now  comes  to. 

in 

Q  In  other  words  the  $19,726.00  included  Air.  HillTs  valuation 

is  arrived  at  by  taking  the  original  payment  of  $27,750,009 
and  deducting  24/83 fs? 

A  Correct. 

out 

Q  Which  worked/at  $8,024.00,  which  you  deducted? 

A  Yes . 

Q  Which  was  used  up  while  Royalite  was  enjoying  the.  patent? 

A  That  is  right. 

Q  Now  there  were  some  remarks  made  the  other  day  as  to  why 

Royalite  should  get  that  amount  of  money  from  Madison,  or 
the  right  to  charge  it  up  to  the  consumers  and  get  a  rate  of 
return  on  it.  Now  explain  that,  Mr.  Kirkpatrick,  have  you 
done  some  computations  in  that  regard? 

^HE  CHAIRMAN:  I  think  the  real  question  which  came  up  was 

whether  it  should  be  treated  as  an  operating  charge  or  a 
capital  charge. 

MR.  CHAMBERS:  Yes,  and  I  say  that  that  is  the  reason  I 

had  Mr.  Kirkpatrick  do  some  figuring  and  he  has 

prepared  a  statement. 

THE  WIT' ESS:  Yes  I  have. 

MR.  CHAMBERS:  And  what  do  you  call  this  statement? 

A  Well  it  is  broken  down  into  two  parts,-  the  first  part  is  the 
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reconciliation  between  Mr.  Hill  and  the  formula  which  was  used 

to  arrive  at  that,  that  is  just  what  we  have  just  spoken  of, 

and  the  second  part  is  a  comparison  of  the  costs  between  the 

Thruput  Royalty  basis  and  the  prepaid  royalty  basis. 

MR.  CHAMBERS :  I  tender  that  as  Exhibit  73. 

STATEMENT  PRODUCED  HERE 
MARKED  AS  EXHIBIT  73. 

MR.  CHAMBERS:  Now  I  may  say  for  the  purposes  of  the 

record  that  my  submission  would  be  that  in  view  of  the  terms 
of  the  contract,  which  includes  capital  payment,  there  is  an 
alternative  but  I  am  going  on  the  assumption  that  Royalite 
could  have  negotiated  a  contract  in  a  different  way,  just  on 
a  straight  Thruput  basis  and  that  this,  I  submit,  would  have 
been  the  result.  No?;  would  you  go  ahead  and  explain  it,  Mr. 
Kirkpatrick? 

A  I  would  like  to  explain  first,  that  the  first  part  of  this 
exhibit  is  a  reconciliation,  the  figures  which  I  gave  just  a 
moment  ago  and  to  the  net  result  of  $19,726,00  I  have  added, 
first,  the  9$  general  overhead  that  Mr.  Hill  has  given  further 
particulars  on  before,  to  arrive  at  a  figure  of  $21,501.00, 
which  is  the  value  as  at  January  1st,  1944  taken  over  by 
Madison  from  Royalite  and  we  believe  is  the  amount  subject  to 
amortization  for  the  remaining  life  of  the  licence  or  a  total 
of  59/83Ts  of  the  original  licence. 

At  the  lower  part  of  the  first  page  of  this 
exhibit  is  a  table  headed  "comparison  of  costs  between  straight 
Tb  uput  Royalty  basis  and  prepaid  Royalty  basis."  and  this 
table  shows  the  effects  of  amortizing  the  $21,501.00  over  the 
59  months  for  the  period  January  1st,  1944  to  November  30th, 
1948  on  a  straight  line  amortization  basis,  that  is  each  month 
bears  the  same  charge  regardless  of  the  particular  Thruput 
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of  that  month. 

The  first  column  is  headed.  r,net  prepaid 
royalty”  and  it  will  be  observed  that  we  start  off  with 

$21,501.00  from  which  we  deduct  first  of  all  fifty  percent  of 
the  current  annual  amortization,  to  arrive  at  the  amount  which 
is  submitted  subject  to  the  rate  of  return  for  that  year,  that 
is  column  3. 

Column  4  is  the  product  of  multiplying  the 
amount  subject  to  return  by  the  9i$  net  figure  which  has  been 
outlined  in  Madison’s  o'her  statements. 

Then  the  total  of  the  column  4,  $3, 058.00 
is  added  to  the  total  of  column  5,  column  5  being  the  total 
amortization  for  the  year,  to  give  the  total  in  the  extreme 
right  hand  column  of  $7*431.00  for  the  first  year,  $6,739.00 
for  the  second  year,  $6,046.00  for  the  third  year,  $5,354.00 

i 

for  the  fourth  year,  and  $4,326.00  for  the  fifth  year,  or  a 
total  for  the  period  of  59  months  of  $29,896.00. 

That  is  the  basis  upon  which  that  prepaid 
royalty  has  been  amortized  and  computed  in  Madison’s  submission, 
Madison’s  report,  yet  to  be  submitted. 

On  page  2  then  in  order  to  compare  that 
previous  calculation  with  what  might  be  the  alternative  basis 
we  have  computed  the  equivalent  cost  or  the  alternative  cost 
assuming  a  straight  Thruput  royalty  of  J  cent  and  that  should 
reed”ll|  cent  United  States  dollars,  per  thousand  standard 
cubic  feet  per  day7  That  computation  is  arrived  at  by  taking 
the  ten  million  standard  cubic  feet,  which  is  the  basis  of  the 
existing  licence,  times  three  hundred  and  sixty-five  days  inf 
the  year,  times  J  cent  per  thousand  cubic  feet,  which  equals 

$9,125.00,  and  that  is  expressed  in  terms  of  U.S.  currency 

*  .  * 

at  that  point,  and  we  have  then  added  to  that  the  exchange 
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which  would  be  involved  in  such  a  payment  at  11$  on  85$  of 
th<  total  of  $9,125.00  and  10$  on  15$  of  the  said  figure,  or 
It  a  total  exchange  of  $990.07,  which  gives  the  total  cost  per 

year  of  $10,115.07. 

I  might  explain  why  we  used  11$  on  85$ 
of  the  sum  payable  to  Girdler  and  10$  on  15$  of  the  same. 

Under  the  existing  regulations  of  the  Dominion  Income  Tax 
Department  on  non-revenue  royalties  15$  of  the  royalty  is 
what  we  deduct  and  it  is  payable  to  the  Receiver  General  of 
Canada  and  the  85$  of  course  remaining  is  purchased  at  11$ 
and  remitted  to  the  Licensor,  hence  the-.  15$  which  is  retained 
in  Canada  we  convert  at  10$  rather  than  at  11$. 

0  Then  at  the  bottom  of  page  2  is  a 

comparative  table  by  years:  The  first  column  headed  "cost  , 
prepaid  royalty”  is  merely  a  transfer  of  the  figures  con¬ 
tained  in  the  Exhibit  on  page  1  and  along  side  of  that  annual 
column  is  the  $10,115.07,  which  we  computed  above,  except 
that  in  the  last  year  1948  it  will  be  observed  that  the  cost 
on  the  Thruput  Royalty  basis  is  slightly  less  and  for  11  month 
period  instead  of  12. 

The  results  of  that  show  that  the  cost 
on  the  prepaid  royalty  basis  as  computed  is  $29,896.00,  whereas 
0  the  alternative  cost  on  a  straight  Thruput  royalty  basis  would 

be  $49,732.00,  or  a  difference,  increasing  annually,  to  a  total 
of  $19,836.00. 


(Go  to  page 18 27) 
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So  that  the  $19,836.00  according  to  your  computation  and  sub¬ 
mission  is  the  amount  of  savings  to  the  ultimate  consumer  or 
to  somebody  by  reason  of  the  flat  amount  of  $25,000.00  in 
American  funds  having  been  paid  in  the  first  instance? 

Yos,  that  is  my  opinion. 

Mr.  Kirkpatrick,  in  Volume  22,  Page  1771  or  thereabouts,  Dr, 
Boomer  questioned  Mr.  Hill  as  to  the  cost  of  alterations  that 
were  made  to  the  Girbotol  plant  in  1942  and  1943.  You  have 
some  detailed  information  on  that? 

If  I  understand  the  question  correctly  which  Dr.  Boomer  dir¬ 
ected  to  Mr.  Hill,  it  was  related  to  the  conversion  of  tho 
Girbotol  system  from  a  one  cycle  to  a  two  cycle  operation.  I 
am  not  certain  if  that  is  a  proper  technical  description  of  it, 
but  that  is  my  understanding  of  it  and  I  believe  Dr.  Boomer’s 

question  had  to  do  as  to  whether  Mr.  Hill  had  included  in 

/ 

his  values  the  total  cost  or  any  part  of  the  cost  of  that  con- 
vers ion. 

Just  for  the  purpose  of  the  record  and  you  probably  do  not 
have  the  first  hand  information,  but  from  your  association 
with  the  Company  you  will  probably  know  that  is  so.  When  it 
was  installed  in  1941  and  1942  thereabouts,  it  was  supposed 
to  be  a  brand  new  process? 

Well  I  would  not  know  that  Mr.  Chambers.  It  was  new  here. 

And  after  it  was  installed  there  were  certain  experimentations 
on  it  which  caused  some  changes  to  be  made.  Now  I  would  like 
you  to  tell  us  about  the  cost  of  those  and  where  they  came 
from? 

I  have  some  notes  which  were  given  to  me  by  Royalite  and  I 
will  just  have  to  find  them.  The  information  given  to  me  is 
that  the  work  which  was  done  in  1942  substantially  and  I 
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believe  a  small  part  in  the  early  part  of  1943,  in  changing 
from  the,  as  I  described,  one  cycle  to  two  cycle  operation, 
involved  a  total  cost  of  $32,417.52  of  which  sum  the  Company 
charged  to  its  capital  account  to  investment  $18,879.47  and 
charged  to  expense,  operating  expense,  $13,538.05.  Now  my 
understanding  is  and  the  information  I  have  gotten  is  that 
the  amount  charged  to  investment  represents  the  tangible  phys¬ 
ical  equipment  which  was  added  to  the  processing  system  and 
that  the  expense  represents  the  labour  and  intangible  expenses 
which  perhaps  in  part  but  not  to  any  important  degree  would 
not  have  been  incurred  had  the  equipment  all  been  installed 
at  one  and  the  same  time.  In  other  words  the  Company  took  a 
conservative  view  of  the  treatment  of  this  expenditure  and 
capitalized  only  that  part  which  they  presumed  was  a  proper 
addition  to  the  system. 

Q,  MR-  BLANCHARD:  Would  you.  give  me  those  two  figures  again 

please? 

A  Yes  sir.  The  amount  charged  to  capital  investment  was 

$18,879.-47  and  the  amount  charged  to  expense  was  $13,538.05, 
or  a  total  of  $32,417.52. 

In  connection  with  this  too,  I  believe  it  is  rele¬ 
vant  to  point  out  that  at  the  time  this  change  over  took  place 
and  resulting  from  the  conversion  the  Royalite  recovered  from 
its  system  or  at  least  had  in  its  possession  contaminated  di- 
ethelyne  glycc  which  it  now  carries  on  its  books  now  at 
$42,319.35.  The  reason  I  am  bringing  that  out  now  is  that 
contaminated  chemicals  represents  a  substantial  sum  in  terms 
of  dollars,  is  not  part  of  Madison  working  capital  and  was 
not  acquired  by  that  Company. 

Q,  MR.  CHAMBERS:  Madison  did  not  take  over  or  buy  from  the 
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Q, 
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Q, 

A 

Q, 

A 


Q 

A 


Company  this  Glyco? 

* 

That  di-ethelyn4  glyco,  no.  sir,  it  dii.  not.  It  is  still  in 

» 

tha  possession  of  and  owned  by  Royalite. 

That  pretty  well  covers  the  story? 

There  is  one  other  point  that  should  be  brought  out  to  com¬ 
plete  the  picture  as  a  result  of  the  difficulties  which  were 
incurred  in  the  operation.  The  Girdler  Corporation  after  some 
negotiations,  I  understand,  agreed  to  suspend  the  through  put 
royalties  to  a  total  of  $5,000.00  United  States  dollars.  In 

4 

ether  words,  I  am  not  certain  of  the  period  that  the  suspen¬ 
sion  of  royalties  took  place  over,  but  G-irdler  permitted  a 
volume  of  gas  over  and  above  the  ten  million  standard  cubic 
feet  a  day  to  be  purified  Hy  their  plant  without  payment  of 
royalty  until  through  put  royalty  had  amounted  to  $5,000.00 
which  I  have  hastily  computed  and  I  will  net  answer  as  to  the 
accuracy  of  the  figure,  $5,542.52  Canadian  dollars,  so  that 
represents  a  substantial  reduction. 

But  they  allowed  that  as  a  credit  against  the  monthly  royalty 
that  was  payable  under  Clause  6  of  the  Exhibit? 

Clause  6  of  the  through  put  royalty.  There  is  no  adjustment. 
Do  you  pay  through  put  royalty  on  everything  you  put  in? 

Yes,  that  is  paid  monthly  and  charged  to  the  expense  of  the 
system  in  the  month  it  is  incurred  to  which  is  added  the  amor¬ 
tization  of  the  initial  cost. 

The  through  put  is  such  that  there  is  rcyalty  to  pay  every 
month  under  Clause  6  of  Exhibit  72? 

Not  every  month.  There  may  be  the  odd  month  where  the  system 
might  have  shut  down  for  the  odd  month,  but  generally  speaking 
when  the  plant  is  operating  it  is  in  sufficient  quantities  to 
pay  the  royalty. 
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Q 

And  that  royalty  is  cne-quarter  of  one  cent  per  thousand 

cubic  feet  in  American  funds? 

»  A 

Q, 

Yes. 

I  think  then  Mr,  Kirkpatrick  I  have  pretty  well  dealt  with 

the  assets  that  we  have  taken  over  from  Royalite,  Is  there 

anything  else  that  occurs  to  you  in  that  regard  at  the  moment? 

A 

I  cannct  think  of  anything  at  the  moment  that  has  not  been 

covered. 

r\ 

The  Board  will  understand  if  there  is  anything  we  have  over- 

lcoked  we  will  have  the  opportunity  of  bringing  him  back. 

Now  then  you  have  prepared  on  behalf  of  Madison  Report  M-7 

which  is  entitled:  STATEMENTS  OF 

0 

A  -  Actual  and  Estimated  Capital  Additions 

B  -  Material  and  Supply  Inventory 

C  -  Cash  Working  Capital,  Years  1944  -  1948, 

A 

Yes  sir. 

Q, 

Copies  of  this  have  been  filed  with  the  Board  and  distributed. 

DOCUMENT  REFERRED  TO  NOW  MARKED 
EXHIBIT  74. 

Mr.  Kirkpatrick,  would  you  read  Exhibit  74  and  make  such 

comments  and  explanations  as  you  go  aL  ng  and  as  you  may  see 

fit? 

A 

I  night  say  first  that  Exhibit  M-7a  is  submitted  in  that 

# 

order  following  6  and  6a  because  I  believe  that  the  three 

Exhibits  are  related  and  constitute  the  basis  for  rate  base 

determination.  The  first  page  is  merely  an  index  and  can  be 

passed  over. 

Explanation  of  Schedules  Included  in  Report  M-7 

INTRODUCTION: 

The  following  comments  are  intended  to  explain  the 

several  schedules  attached  to  and  forming  Madison  Natural 
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Gas  Company  Limit ed  Report  M-7  for  submission  to  the  Natural 
Gas  Utilities  Board  at  the  Natural  Gas  Rate  Hearing  opening 
March  12th,  1945, 

The  attached  schedules  contain  the  following  general  in¬ 
formation: 

"A"  GROUP  -  Actual  end  estimated  capital  construction 

costs  f  r  the  years  1944  to  1948  inclusive. 
(Actual  for  1944  and  estimated  for  1945  to 
1948) 

,TBn  GROUP  -  Analysis  cf  Material  and  Supply  Inventory  as 
of  November  30th,  1944, 

I  might  explain  why  that  date  November  30th,  1944  is  taken. 
That  happens  t:  be  the  date  when  the  complete  physical  and 
visual  inventory  of  the  equipment  was  made  in  Turner  Valley 
and.  therefore  an  opportunity  for  a  cut-off. 

nCtT  GROUP  -  Estimated  Cash  Working  Capital  (Years  1944 
to  1948  inclusive), 

SCHEDULE  M-7 -A/ 44 

SUMMARY  OF  ACTUAL  CAPITAL  CONSTRUCTION  COSTS 
Schedule  M-7-A/44,  Pages  1  and  2,  set  forth  the  actual 
capital  construction  costs  incurred,  by  Madison  during  the 
year  ended  December  31st,  1944. 

Q,  Just  there,  Mr,  Kirkpatrick,  as  I  understand  the  1944  con¬ 
struction  is  by  far  the  greater  part  of  the  construction  the 
Company  carried  out  pursuant  to  the  Board1 s  order  last  spring? 
A  Last  spring  and  later  in  the  year,  substantially  so. 

Column  Ex  plana  tt  on 

Construction 

Estimate  No.  This  column  identifies  Madison’s  construction 

estimate  number  under  which  the  actual  capital 
construction  costs  have  been  assembled  and  are 


J 


\ 


>  / 


/ 


/ 


4  «  •••»*  ■  *•  «n*  »  "•••* 


r  ?•  •  /  ‘ 


f 


h  i  »  ‘ 


;{ 


M-2-6 


W.  C.  Kirkpatrick, 

Dir. Exam,  by  Mr.  Chambers. 

-  1832  - 


\ 


inserted  herein  for  purposes  of  ready  identifi¬ 
cation  only. 

Particulars  This  column  identifies  the  general  nature  of 

construction  work  commenced  during  the  year  1944 
grouped  by  the  respective  Natural  Gas  Utility 
Board  Orders  under  which  the  construction  was 
undertaken  in  those  instances  where  such  construc¬ 
tion  was  by  direction  of  the  Board.  The  Costs 
grouped  under  Construction  Estimates  15  to  18  in¬ 
clusive  are  in  respect  of  the  looping  and  exten¬ 
sion  of  the  North  Gas  Gathering  System  and  related 
ancillary  compressor  and  other  equipment.  All 
construction  estimates  contained  on  Page  2  of 
Schedule  M-7-A/44  cover  sundry  capital  construction 

/ 

costs  and  are  self-explanatory. 

( 1)  Materia  1 

The  figures  contained  in  this  column  represent 
actual  laid-down  Turner  Valley  costs  of  all 
material  used  in  the  respective  construction 
projects . 

( 2  )  Labour  -  Madison: 

This  column  sets  forth  the  total  expenditures 
incurred  within  Madison’s  own  organization  and 
with  its  own  construction  personnel. 

( 3 )  Labour  -  Contract: 

Because  of  the  time  element  and  the  inability  to 
secure  sufficient  skilled  and  semi-skilled  con¬ 
struction  personnel,  a  substantial  portion  of  the 
work  undertaken  during  the  year  1944  was  performed 
under  contract  and  the  costs  in  respect  of  such 
contract  work  are  contained  in  this  column. 
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Q,  That  is  a  Gentry  contract? 

A  Not  all  of  it  Mr.  Chambers.  If  you  will  refer  to  the  total 

of  Column  3  of  Page  2  of  this  particular  Exhibit  you  will  find 

a  total  under  ccntract  of  $63,991.91  and  I  have  the  breakdown 

of  that  total  as  fellows  under  the  Gentry  contract  the  sum  of 

and 

$56,324.23  was  spent, /to  others  $7,667.68.  The  others  represent 
welding  work  dene  by  contract  and  I  believe  some  construction 
work  by  construction  contract  such  as  running  cement  found¬ 
ations.  The  reason  we  hove  shown  the  labour  broken  down  into 
these  two  classifications  is  so  as  to  set  forth  that  all  the 
work  was  net  done  by  our  own  personnel. 

(4)  Machine  Shop  Work: 

All  costs  contained  in  this  column  represent  the  costs 
of  work  performed  in  machine  shops. 

The  reaon  that  is  shown  separately  is  because 
machine  shop  work  is  really  a  cr  'binaticn  of  material  and 
labour  and  other  intangibles  and  it  is  not  readily  possible 
for  us  to  show  the  difference  so  where  I  say  the  column  con¬ 
tains  all  the  difference  I  should  qualify  that  by  saying 
Column  4  does  net  contain  an  element  of  material  s  opposed 
to  labour.  I  have  not  the  exact  information  as  to  the  break¬ 
down  but  I  should  guess  fifty-fifty. 

Q,  DR.  BOOMER:  Machine  shop  is  your  own  work? 

A  No  that  is  machine  sh  p  work  d: no  by  Royalite.  We  have  a 

small  workshop  but  not  capable  of  per of ruing  machine  shop  work. 

( 5 )  Field  Transportation: 

All  costs  contained  in  this  column  are  in  respect  of 
material  and  personnel  transportation  in  Turner  Valley. 

Q,  THE  CHAIRMAN:  And  will  not  include  the  transportation 

of  the  Gentry  men? 
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No  sir,  that  is  included  in  their  contract. 

MR.  BLANCHARD:  It  is  transportation  of  material  from  the 

Railway  to  the  job? 

No,  that  transportation  is  included  in  the  material  cost  in 
Column  1.  The  Column  which  we  have  headed"Field  Transportat¬ 
ion’* 1  is  the  cost  of  material  transportation  and  personnel 
transportation  within  the  field  itself  and  when  I  speak  of 
material  transportation  I  refer  to  pcintof  warehouse  to  the 
job . 

( 6 )  Sundry: 

The  costs  contained  in  this  column  are  those  items  which 
do  net  directly  identify  themselves  with  any  of  the 
phases  of  construction  under  Columns  (1)  to  (5)  in¬ 
clusive. 

( 7 )  Total  Cost  to  December  31st,  1944: 

This  column  is  the  sum  of  Columns  (1)  to  (6)  inclusive. 

( 8 )  Estimated  Cost  to  Complete: 

This  column  represents  the  estimated  cost  to  complete 
projects  commenced  in  the  year  1944  and  standing  incom¬ 
plete  as  at  December  31st,  1944.  It  will  be  observed 
that  the  grand  total  amount  contained  on  Page  2  of 
Schedule  M-7-A/44  is  carried  forward  into  Column  (1) 
of  Schedule  M-7-A  (years  1945  to  1948)  as  these  funds, 
it  is  estimated,  will  have  to  be  expended  in  the  year 
1945. 

( 9 )  Total  Estimated  Cost  to  Completion; 

This  column  is  the  sum  of  Columns  (7)  and  (8). 

I  might  perhaps  enlarge  on  that  by  saying  that  the  total 
amount  in  Column  (1),  namely  $47,450.00  is  the  estimated  sum 
necessary  to  complete  those  projects  commenced  in  1944  and  by 
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reason  of  the  fact  that  it  will  be  expended  in  later  years  it 
is  the  first  item  appearing  on  Schedule  M-7-A.  In  other  words 
they  are  expenditures  to  be  incurred  in  subsequent  periods. 

SCHEDULE  M-7-A 

SUMMARY  OF  ESTIMATED  CAPITAL  CONSTRUCTION 
COSTS  YEARS  1945  to  1948  INCLUSIVE 

This  schedule  is  self-explanatory  and  attention  is  dir¬ 
ected  only  to  Item  1;  namely,  the  carry-over  of  $47,450.00 
from  Column  (8)  of  Schedule  M-7-A/44. 

Since  the  actual  construction  costs  for  the  year  1944 
were  not  available  until  the  date  of  this  report  (February 
15th,  1945),  the  actual  costs  as  set  forth  in  Column  (7)  of 
Schedule  M-7-A/44  and  Column  (1)  of  Schedule  M-7-A  (years 
1945  to  1948)  will  necessarily  differ  slightly  from  the 
estimated  capital  construction  costs  as  set  forth  in  Columns 
(2)  of  the  "DTT  Croup  of  schedules  cf  Madison  Report  M-9.  For 
purposes  of  comparison,  the  following  table  will  demonstrate 
the  extent  of  the  differences  between  actual  and  estimated 
for  the  year  1944  and  the  year  1945. 

i 

M~9  has  not  been  submitted.  It  is  a  report  containing 
our  estimate  of  the  operating  costs  for  those  respective 
years  by  plants  or  units  and  at  the  time  it  was  being  com¬ 
piled  late  in  1944  and  very  early  in  1945  we  had  only  approx¬ 
imate  costs  to  work  on. 


(  Co  to  Page  1836  ) 
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Q,  Estimated  1944  (Schedule  M-9-D/44) 

Columns  2  and  7 

Estimated  1945  (Schedule  M-9-D/45) 
Columns  2  and  7 


Total : 


Antual  1944  (Schedule  M-7-.A/44) 

Column  7  $3359,523.00 

Estimated  1945  (Schedule  M-7-A/45-48.)  172,860.00 
Column  1 


$  532,383.00 


$  377,065.00 

148,160.00 
|  525,225.00 


Q 


A 


In  other  words,  that  is  the  figure  at  which  we  have  the 
operating  figure  for  future  periods  as  opposed  to  actual  figures 
not  contained  in  this  report.  The  aotual  for  1944  is 
$359,523.00,  and  the  estimates  for  1945  is  #172,860.00,  or  a 
total  actual  for  1944  plus  estimated  1945  of  $532,383.00,  which 
is  approximately  a  difference  of  $7000.00,  a  little  over  1  ‘jo 
in  our  estimated  capital  construction.  That  finishes  the 
remarks  on  our  esbimsted  construction  costs. 

ME.  CEALBERS  :  At  that  point  is  there  any  point 

going  through,  the  Tables?  Is  there  any  particular  observation 
on  them? 

I  do  not  know  that  I  have  anything  particular  to  offer  on  those, 
Mr.  Chambers,  unless  you  have  some  questions.  I  might  point 
this  out  that  referring  to  Schedule  M-7-A/44,  Page  1  -  T  beg 
your  pardon,  referring  to  Column  7  of  M-7-A,  page  2,  the  total 
actual  cost  to  December  31st,  1944,  is  shown  as  $359, 523.00, 
and  pursuant  to  your  question  a  moment  ago,  that  these  expendi¬ 
tures  were  substantially  under  the  direction  of  the  Board, 
by  specific  orders  of  the  Board  the  amount  of  expenditure  was 
$217,612*28.  And  the  loop  extension  in  the  North  end  of  the 
field  is  $105 , 474*42 ,  or  a  total  of  $323,086*70*  either  undGr 
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Q 


direct  order  or  with  the  knowledge  of  the  Board.  In  addition 
to  that  the  sundry  incidental  additions  to  plant  and  equip¬ 
ment  during  the  veer,  which  we  would  presume  the  Board  would 
not  direct  a  specific  order  on,  total  '$36,436.30,  and  comprise 
mostly  the.  incidental  items  shown  on  page  2,  the  water  cootbing 
system,  purchasing  meters,  sundry  tools,  constructing  workshop, 

4 

pipe  line  rights-of-way,  the  purchase  of  a  truck  and  so  on. 

Well  then,  in  Sshedule  M-7-A,  1945  to  T48,  which  is  the  estimate 
of  capital  additions  for  the  years  1945  to  ’48  inclusive,  you 
did  not  just  pick  those  figures  out  of  the  air,  you  must  have 
consulted  with  some  of  the  engineers? 

Well  we  asked  the  engineering  staff  and  Mr.  S te vens -Guille 
of  course,  to  give  us  some  knowledge  of  what  they  might  anti¬ 
cipate  would  ve  required  and  a  study  was  made  of  what  probably 
would  be  carried  over  in  1945.  That  is  the  first  figure  at 
the  Cop  §47, 450.00,  and  the  remaining  items  are  either  items 
which  have  been  under  consideration  during  the  past  year  and 
will  be  constructed  either  in  T45  or  future  periods.  And 
there  are  one  or  two  items  in  there,  perhaps  you  might 
refer  to  the  last  one,  item  19,  extending  gas  gathering  systems, 
we  have  nothing  specific  in  mind  in  that  case.  We  put  it  in 
because  we  presume  there  will  be  bound  to  be  something,  either 
laterals  or  otherwise,  to  hook  in  on  the  wells  coming  into 

*  K  -  '  ,  *  .•  i  .....  j  '  *  ‘  *  V 

production.  Apart  from  those  items,  I  think  everything  else 
has  been  given  some  thought,  and  study,  and  I  believe  Mr. 

Stevens -Guille ’s  submission  m-8  will  bring  it  out.  The 
costs  ere  based  on  estimates  but  they  are  based  on  pest 
experience  of  something  we  have  had  done  and  on  consideration. 

To  save  the  BoerdTs  time  I  propose  to  cell  Mr.  Stevens -Guille 
as  to  the  why  and  the  wherefore  of  these  proposed  additions. 

All  right,  Mr.  Kirkpatrick,  you  go  now  onto  Page  5  of  your 


,  t 


•  '  f  1  V*  i  ,  ' 

.  ' . .  • 


f.r 


...  ••  ■  ■ 

■ 

.  r  10  J  ' 


■ 


y  « 

' 

* 


‘  • 

•  .  .  ,  IkJ  .  *  V 


-  > 


.1'  r  *• 


J  1  ■  VI. 


-  j  J-jjd  ;.,-3?.3:a.cu .7 

vr  o 


i.0 


.  .  TO  i  a 

,  S  I  TOO  r'«. 


,n;i  :  i  r..  1  •...o'. 


* .  '  J 

i  .  .1  up-  .  ■/  jJv  -  id.  .... 
; 

.  ..  ZQ 

1 JOY  ^0 


■'  «n  -i  J.ioi.  '  -j’.  V  :  r  o  .  tc  JO  ..  • 

.  \  -  •  x  *••  ' 

.  •  •-  ;  -I  .  : 


:  l  *  "  • 


rp. 

x 


.  61  uoi  ■' 

IXj't'i-t 

'  n  _'■*  jj  ,  J-0*  :;i  JO.'  .  ■  J 

.  .•  {  -  •  ;  )X-rf$- 

.  .. 

.  •  ..  i  -  .  . 


vV 


■v  /"»  ■■ 


* 


C.  Kirkpatrick, 

Dir  .Ex .  b  y  Mr .  Che  mb  cr s  • 

-  1838  - 

report . 

A  I  thin’:  we  have  got  down  to  the  consideration  of  material  and 
supplies.  That  is  Schedule  M-7-B.  This  Sohedule  sets  forth 
the  breakdown  of  the  total  inventory  of  materials  and  supplies 
as  of  November  30th,  1944.  This  Sohedule  was  prepared  fol¬ 
lowing  complete  physical  inventory  as  'of  that  date  and 
represents  the  value  of  materials  and  supplies  contained  in 
warehouse  in  Turner  Valley  or  in  transit  thereto  as  of  the 
dare  of  the  inventory. 

That  figure  would  necessarily  change  from  month 
to  month  but  I  believe  is  an  average  representative  figure. 

Now  there  is  an  explanation  of  that  schedule.  And  it  is 
headed : 

Column  Explanation 

Claes  This  column  is  merely  to  identify  MadisonTs 

material  classification. 

Group 

Classification  This  column  is  a  general  group  of  related 

types  of  materials  and  supplies  as  taken 
from  the  physical  inventory  sheets. 

The  physical  inventory  sheets  in  themselves  constitute 
some  eighty  or  ninety  very  complete  and  voluminous  sheets,  and 
they  do  not  lend  themselves  into  the  form  of  exhibits  so  that 
we  condensed  them  down  into  this  particular  form. 

(1)  Tot  si  Inventory: 

This  column  represents  the  investment  in  warehouse  of 
materials  and  supplies  of  all  kinds  on  the  above  mention¬ 
ed  date.  The  line  headed  '’Sub-total  Physical  Inventory 
on  Hand”  is  the  actual  physical  inventory  of  materials 
and  supplies  in  warehouse  on  November  3uth,  1944,  and 
the  line  headed  ’’Freight  and  Express  Transit”  and 
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"Duty  and  Brokerage  Transit”  represents  expenditures 
incurred  by  Madison  in  respect  of  materials  and  supplies 
in  transit  to  warehouse  on  the  same  date. 

Q,  £  just  do  not  follow  where  that  is,  Mr.  Kirkpatrick? 

A  You  are  looking  at  M-7-B? 

Q,  Yes? 

A  I  am  speaking  of  the  last  item  at  the  bottom  of  the  page. 

Q.  Oh,  I  see? 

A  The  first  one  is  headed  ”Sub-totel  Physical  Inventory  on 

Hand”.  That  is  what  we  could  physically  see.  The  next  one 
is  headed  "Freight  and  Express  Transit”,  and  the  next  is 
"Duty  and  Brokerage  Transit.”  Those  last  two  items  are 
costs  incurred  in  respect  of  materials  which  were  in  transit 
to  the  warehouse  on  that  date. 

(2 )  Less:  Capital  and  Extraordinary: 

Fro  m  the  amounts  contained  in  Column  (1)  have  been 
deleted  in  this  Column  (2)  the  materials  and  supplies 
which  have  been  identified  as  of  a  capital  nature 
temporarily  resting  in  this  account  before  transfer 
to  the  capital  construction  accounts  and  also  include 
any  extraordinary  items  which  are  not  normally  mainten¬ 
ance  materials  and  supplies  and  which  are  temporarily 
resting  in  this  account. 

I  might  say  that  that  was  a  rather  difficult  thing  to 
break  down.  It  involves  going  through  those  70  or  80  pages 
of  the  report  that  I  spoke  of  a  moment  ago,  attempting  to  say 
that  certain  materials  and  equipment  are  not  normally  main¬ 
tenance  and  operating  supplies,  and  we  were  successful  in 
taking  out  what  we  think  is  a  fair  average  representation  of 
the  same.  The  first  item  as  shown  on  this  schedule  M-7-B  is 
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headed  "Lumber  and  Timers",  that  should  be  "Timbers",  that  is 
a  mistake  in  typing. 

Q,  Where  is  that? 

A  That  is  item  17  on  Mi-7-B. 

Q,  Timbers? 

A  It  should  be  timbers  instead  of  timers.  You  will  notice  that 
has  all  been  deleted.  Those  were  special  pieces  of  equipment 
which  were  en  route  to  the  Seaboard  plant  which  should  have 
been  installed  in  1944  but  unfortunately  owing  to  the  labour 
situation  were  not  actually  and  will  be  installed  in  1945. 

Hence  we  thought  it  was  fair  to  take  that  out  as  not  representing 
a  normal  maintenance  item.  Similarly  on  Class  25-36  we  have 
eliminated  $2, 932. 07.  Substantially  that  represents  meters 

i 

j 

which  T"  v  on  route  at  that  time.  Similarly  in  Class  63, 
line  pipe,  etc.,  three  thousand  five  hundred  odd  dollars, 
which  was  representing  the  line  pipe  wnich  was  on  its  way  to 
some  of  the  capital  construction  jobs  mentioned  in  the  previous 
exhibit,  was  eliminated. 

Now  Column  3  then,  headed: 

(3 )  Net  Operating  and  Maintenance  Inventory. 

This  column  is  the  sum  of  Columns  (1)  and  (2)  and 
represents  the  estimated  net  operating  and  maintenance 
intentory  which  Madison  should  carry  at  all  times  for 
normal  operations. 

That  figure  may  fluctuate  upwards  or  downwards 
from  time  to  time,  but  I  do  not  think  it  will  vary  to  any 
great  degree.  This  net  inventory  is  not  merely  an  accounting 
opinion  alone.  We  checked  this  with  the  people  in  the  field 
familiar  with  the  practical  operation  and  they  looked  it  over 
and  agreed  with  us  it  is  a  fair  represons tion  . 

Q,  While  you  are  on  that  page,  Mr.  Kirkpatrick,  there  is  the  item 
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there  of  $25£D8.89? 

A  Yes  sir. 

0.  I  teke  it  that  has  to  do  with  the  Girbotol  plant,  has  it? 

A  Not  all  Girbotol.  The  Diethylene  .Glycol  $5,632.55  is  Girbotol 
the  Soda  Ash  is  Seaboard;  the  Moneothamol amine  would  be  Gir¬ 
botol;  end  the  sundry  chemicals,  I  cannot  say  what  that  is, 
probably  a  combination  of  each. 

Q,  The  point  I  want  to  get  at  and  make  sure  is  that  this  Glycol 
which  was  discarded,  that  is  not  in  there? 

A  No  sir.  You  are  referring  to  the  contaminating  product. 

Q  Yes? 

A  No,  this  is  new  unused  stock  contained  in  drums  and  containers 

which  has  not  been  used  but  will  be  used  for  current  recharging 
from  time  to  time. 

The  last  schedule,  Schedule 
STATEMENT  0E  ESTIMATED  CASH  WORKING  CAPITAL 
Now  this  schedule  M-V-C  was  prepared  as  will  be  seen 
from  t^esecond  column  and  referring  back  to  the  estimated 
operating  costs  contained  in  Report  M-9.  In  other  words, 
we  went  back  to  the  estimated  onerating  costs  and  picked  out 
of  those  costs  what  constitutes  cash  operating  expenses.  In 
other  words,  we  have  deleted  depreciation  which  cycles  through 
the  plant  and  we  have  deleted  anything,  in  other  words,  of  a 
non-cash  nature,  except  I  must  admit  we  did  make  a  small 
mistake  in  our  calculations,  and  on  futther  review  with  Mr. 
Hamilton  we  found  that  we  had  included  in  our  Tables  an  item 
in  respect  of  the  amortization  of  the  Girbotol  of  >£>4,012.00 
'  per  year.  It  sounds  like  a  large  item  but  when  it  is 
brought  down  to  an  average  per  year  and  in  our  submission 
represents  l/8th  thereof,  the  actual  difference  amount  to, 
Ibelieve,  about  -fi>800.00.  Mr.  Hamilton’s  figure  in  his 
report  yet  to  be  submitted  and  our  figure  here,  are  for 
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ell  practical  purposes  in  agreement. 

This  schedule  is  intended  to  set  forth  the  compu¬ 
tations  to  determine  the  total  estimated  cash  working  require¬ 
ments  of  Madison  Natural  Gas  Company  Limited  for  the  years 
1944  to  1948  inclusive. 

The  ,T Total  for  Five  Years”  of  §2,257,804.03  is  the 

sum  of  Columns  (6)  to  (10)  in  lusive.  The  ".Average  per  Year” 

» 

is  the  result  determined  by  dividing  the  aforementioned  sum  by 
five.  The  ” Cash  'orking  Capital  for  Direct  Operating  Expenses" 
represents  one-eighth  of  the  average  per  year. 

That  is  the  figure  shown  as  #56, 445.10. 

To  the  cash  working  oapital  for  direct  operating 
expenses  of  §56,445.10  has  been  added  an  allowance  for  "Cash 
Working  Capital  for  Contingency  Funds"  of  §43,554.90  to 
arrive  at  the  total  estimated  cash  working  capital  of  #100,000*00. 

To  the  total  estimated  cash  working  capital  of  §100 f 000 *00 
as  set  forth  on  this  Schedule  M-7-C  has  been  added  the  sum  of 
§90,000.00,  being  an  even  approximation  in  respect  of  net 
operating  and  maintenance  materials  and  supplies  as  shown  in 
Column  (3)  of  Schedule  M-7-B  to  arrive  at  the  total  working 
capital  of  §190,000.00  set  forth  in  Columns  (1)  of  the 
"E"  Group  of  Schedules  under  Madison  Report  M-9. 

Just  to  clarify  that.  Referring  to  schedule 
M-7-B,  it  will  be  observed  that  the  amount  in  Column  3  being 
the  Net  Operating  and  Maintenance  Inventory,  the  total  is 
§93,134.16,  but  for  the  practical  purposes  and  for  the  purposes 
of  this  computation,  we  modified  that  down  to  an  even  amount 
of  §90,000.00.  In  actual  practice  it  might  be  slightly 
higher  or  slightly  lower. 

Now  in  explanation  of  this  Schedule  M-7-  ,  the  first 
column  headed  Particulars,  this  column  down  to  the  line 
Total  Direct  Expenses,  identifies  the  operating  and  service 
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departments  from  which  the  oosts  herein  contained  were 

t 

determined. 

Schedule  This  column  identifies  the  schedules  from 

which  the  amounts  aerein  contained  were  transferred. 

(1)  to  (5)  Tptal  D  ire  ct  Expe nse  : 

The  amount  contained  in  this  group  of  Columns  will 
be  found  to  agree  with  the  total  direct  expense 
set  forth  on  the  '  B”  Group  of  schedules  in  Madison 
Report  M-9. 

In  other  words,  we  lifted  the  grand  total  from  Schedule 
"B”  and  carried  them  into  this  column.  They  are  exactly  the 
same  amounts. 

(6)  to  (10)  Net  Cash  Operating  Expenses: 

The  amounts  set  forth  in  this  group  of  columns 
represent  the  net  cash  operating  expenses  deterp 
mined  by  deleting  from  the  amounts  set  forth  in 
Columns  (1)  to  (5)  inclusive  all  expenses  which 
have  been  reovcled  from  service  units  into  operating 
d  departments.  The  result  set  forth  in  this  group, 
Column  (6)  to(10),  thus  represents  the  estimated 
actual  cash  operating  expenses  of  the  Company. 
Subject,  of  course,  to  the  comment  I  made  a  moment  ago  that 
we  had  inadvertently  inoluded  the  $4000.00  of  Girbotol  emort- 
i  2  at  ion. 

The  amount  of  $43,554.90  identified,  as  "Cash  Working 
Capital  for  Contingency  Funds”  has  be.  ;n  added  to  the  "Cash 
V/ or  king  Capital  for  Direct  Operating  Expenses1'  and  is  on 
allowance  for  cash  working  capital  to  provide  Madison  with 
cash  funds  for  the  following  purposes. 

(a)  Periods  of  peak  operations.  The  cash  working  capital 
for  direct  operating  expenses  is  based  on  an  average 
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of  five  years  and  does  not  provide  for  cash  require¬ 
ments  for  seasonal  peaks  of  operation.  Provision  should 
therefore  be  made  for  such  additional  funds  as  must 
necessarily  be  available  to  provide  the  Company  with 
cash  to  meet  such  peak'  periods. 

(b)  Pre paid  Expenses .  From  time  to  time  the  Company  will 

be  required  to  prepay  expenses.  Examples  of  expenditures 
of  this  character  are: 

1.  Prepaid  Fire  and  Liability  Insurance  -  Under  Madison Ts 
arrangement  with  its  insurenoe  companies,  a  discount  of 
'one-hs If  year’s  insurance  premium  is  obtained  through 

the  prepayment  of  insurance  for  a  period  of  three  years. 
The  actual  insurance  prepayment  as  of  Januarv  1st,  1944. 
was  approximately  Jl8,000.Q0,  and  this  recurring  pre¬ 
payment  will  arise  each  three  years  thereafter. 

2.  Kate  Hearing  Costs  -  Madison  will  be  assessed  with 
its  proportion  of  the  total  costs  of  the  current 
Natural  Gas  Rate  Hearing  expenses  and  will  be  expected 
to  have  funds  available  to  satisfy  its  assessment. 

Although  the  Board  will  doubtless  admit  of  the  amort¬ 
ization  of  this,  expense  over  a  period  of,  say,  five 
years,  nevertheless  Madison  must  be  in  a  position  to 
satisfy  its  share  of  the  said  expenses  at  such  time 

as  the  Board  me.  y  determine  • 

3.  Construction  Materials  -  From  time  to  time  it  will 
be  necessary  to  incur  substantial  expenditures  in 
respect  of  materials  and  equipment  required  for  current 

and  future  e-.pitel  construction,  and,  since  Madison 

\ 

is  asking  for  a  r^te  of  return  for  a  period  of  only 
six  months  during  the  year  of  initial  installation,  it 
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Is  considered  fair  end  proper  that  a  provision  be  made 
for  cash  working  requirements  for  the  acquisition  of 
such  op.  lit  el  construction  equipment  prior  to  its  instal¬ 
lation  at  a.  later  date. 

Q,  Mr.  Kirkpatrick,  in  your  estimate  of  $100,000.00  for  cash 

working  capital,  am  I  right  in  this,  that  you  -are  assuming  or 
taking  it  for  granted  that,  the  Board  will  provide  a  lag 
between  the  time  that  you  get  paid  by  the  Gas  Company  end  the 
time  that  you  are  to  make  settlement  with  the  producer? 

A  Yes,  that  is  the  assumption  which  we  made  at  the  time  that  this 

exhibit  was  filed,  that  in  due  course  of  events  that  there 

would  have  to  be  some  slight  lag,  I  donTt  know  how  long,  say 

three  or  four  drys,  between  the  date  that  the  Madison’s 

customers  pry  it  for  its  service  or  product,  and  thedrte  that 

Madison  is  required  to  turn  over  such  moneys  to  the  producer. 

in 

Q,  And  you  are  assuming  that  even/a  few  d^ys  lag  there  will  be 
no  bed  debts? 

A  Oh,  I  do  not  think  the  Canadian  Western  will  be  a  bad  debt. 

♦ 

Q,  What  is  the  situation  of  payment  now?  Whet  is  the  date  that 
the  Gas  Company  makes  the  settlement? 

A  Well,  the  contract  requires  payment  to  take  place  on  the  20th 
of  each  month,  and  the4:  date  has  in  most  cases  been  met. 
Occasionally  a  Sunday,  holiday  or  long  weekend  intervenes 
and  we  have  to  wait  a  few  days  more. 

Q,  And  your  other  customers? 

A  The  same  with  regard  to  them,  they  are  required  to  have 

their  money  in  there,  they  require  to  have  their  money  in 
there  on  the  20th  of  the  month,  and  they  are  very  anxious 
to  ge t  it. 

Q.  Referring  to  the  customers, 

A  Yes,  I  know,  the- producers. 


the  ot^er  companies? 
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Q,  No . 

A  The  other  customers? 

Q,  Yes? 

A  The  same  date  applies,  the  2  0th. 

Q,  And  to  the  people  that  supply  you  with  gas,  the  date  of  settle¬ 
ment  with  them  is  the  20th,  is  it? 

A  Yes,  that  is  correct.  The  date  on  which  thev  are  to  receive  the 
money  is  the  20th.  In  other  words,  they  are  required  to  have 
it  in  their  hands  not  later  than  the  20th. 

Q  I  ne-an,  the  circumstances  under  which  you  ar~  actually  oper¬ 
ating  are  these  then,  that  you  now  send  out  the  cheques  to  the 
producers  before  you  actually  get  in  th  funds  from  the  Gas 
Company,  and  the  other  companies,  is  that  right? 

A  That  is  correct. 


(Go  to  Page  1847  ) . 
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Q  Your  $56,445.10  item  of  M-7C  is  one-eighth  of  your  operating 
expense  of  $453,575.32,  is  that  right? 

A  Ho,  sir.  That  453  thousand,  I  do  not  see  where  that  is.  It 
is  one-eighth  of  the  average  per  year  of  $451,560.81  aid  that 

average  is  computed  by  totalling  the  estimated  expenses  for  the 

« 

5  year  period  which  are  contained  in  columns  six  to  ten  inclus¬ 
ive  . 

1  '  i 

Q,  Do  I  .understand  correctly  on  pages  9  and  10  of  your  report, 
which  is  Exhibit  74  you  give  your  reasons  as  to  why  this  fur¬ 
ther  amount  of  $43,554.90  should  be  included? 

A  That  is  correct  and  not  contained  in  there  I  should  have  added 
in  there  perhaps  the  fact  that  in  my  opinion  anyway  the  company 
should  not  be  required  to  operate  on  a  bare  minimum  operating 
expense  basis.  I  think  there  should  be  some  cushion  or  prov¬ 
ision,  something  above  that  point.  In  other  words,  the 
$56,445.10  is  our  best  estimate  of  the  amount  which  is  likely 
to  be  the  cash  operating  requirements  for  5  years  but  I  believe 
there  should  be  something  over  and  above  that  amount. 

C  R033-3XAMINAT I  ON  OF  THE  SAME  WIIHE33  BY  MR.  FEKERTY . 

MR.  FSNERTY:  There  are  several  questions  I  would 

like  to  ask  Hr.  Kirkpatrick  and  I  will  not  be  in  a  position  to 
close  my  examination  in  the  time  that  is  le_.  t  this  morning.  I 
have  never  had  access  to  one  of  the  documents  we  have  put  in 
but  my  friend  is  going  to  give  me  copies..  I  have  not  got  them 
yet.  But  there  may  be  several  things  I  should  refer  to  so  that 
if  I  require  them  we  can  have  them  a  little  later. 

Q,  Mr.  Kirkpatrick,  in  this  Exhibit  68,  the  consideration  for  the 
assets  ...... 

A  Are  you  referring  to  the  contract,  is  that  the  G-irbotol  contract 

Q,  That  is  the  agreement  of  the  10th  of  March  between  the  Royalito 
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and  Madison  transferring  the  assets,  the  general  agreement. 

Oh  yes. 

~  A  L  \ 

You  get  the  consideration  there  expressed  as  being  2,899,994 
full  paid  up  common  shares.  I  am  assuming  that  that  was  • 
treated  as  the  equivalent  of  that  many  dollars,  is  that  right? 
Mo,  sir,  not  necessarily. 

I  see.  In  making  that  transaction  you  wore  not  working  in 
dollar  values? 

Well  there  is  no  dollar  value  attached  to  this  particular 
reference.  You  are  referring  to  the  2,899,000  shares  and  the 
consideration  for  that  is  the  transfer  of  the  physical  assets. 
All  right.  What  was  the  company  paying- for  it  in  dollars?  No 
dollars  at  all? 

What  is  Madison  paying  for  it? 

Yes . 

They  could  not  pay  dollars,  the  company  has  no  funds.  They 
are  being  set  up  by  Royalite  for  the  first  time. 

Pardon  me,  what  I  am  trying  to  get  at  is  this,  you  had  no 
valuation  shaped  in  the  medium  of  exchange  in  this  country, 
which  is  dollars,  for  the  assets  being  transferred. 

Oh  yes,  but  they  are  contained  in  the  appraisal  report. 

How  did  you  happen  to  hit  on  that  number  of  shares  as  being 
issued  for  these  assets?  Why  wasn’t  it  one  million  shares? 

I  suppose  it  could  have  been  a  million  shares  if  necessary 
but  it  was  not  necessary. 

What  do  you  mean,  it  was  not  necessary? 

The  shares  were  issued  without  consideration  but  by  the  comp¬ 
any’s  charter  were  to  be  issued  at  a  consider  ation  not  in 
excess  of  a  dollar  each. 

Now  we  are  getting  back  to  it.  The  Company’s  charter,  I  take 
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it ,  provides  they  may  be  sold  or  disposed  of  for  a  consider¬ 
ation  not  to  exceed  one  dollar. 

A  That  is  correct. 

Q,  And  it  was  on  that  basis  of  consideration  of  one  dollar  was  it 
not  that  this  transaction  went  through? 

A  No,  not  a  dollar  for  each  share.  The  total  value  which  Mr. 

Hill  has  appraised  for  the  Madison  Natural  G-as  Division  is 
something  less  but  I  do  not  recollect  the  exact  figure. 

Q,  You  do  not  understand  me  and  it  may  be  my  fault.  You  are  the 
Secretary  of  the  company  that  has  seen  fit  to  issue  2,800,000 
odd  shares  as  fully  paid  up. 

A  Correct. 

Q,  Those  shares  are  supposed  to  have  some  value,  you  know.  You 

might  sell  or  dispose  of  them  for  a  sum  not  to  exceed  a  dollar 
a  share  and  I  want  to  know  whether  they  were  disposed  of  for 
a  consideration  of  one  cent  or  one  dollar. 

A  We  have  reduced  them  to  the  values  -  the  actual  transaction 

was  that  we  acquired  the  assets,  physical  assets,  materials  and 
supplies  and  $100,000.  cash. 

Q,  For? 

A  For  2,899,994  shares. 

Q,  All  right.  Did  you  pick  that  figure  out  of  the  air.  Why 

didn’t  you  pick  one  share?  Just  why  did  you  pick  2,899,000 
odd? 

A  Because  that  is  a  figure  which  represents  or  very  close  to  it, 
a  dollar  per  share  which  the  charter  calls  for. 

Q,  That  is  what  I  am  trying  to  get  at.  3o  that  you  did  deal 

with  t  hese  shares  on  the  basis  of  $1.  a  share  or  very  close 
to  i  t . 

A  Veru  close  to  it,  yes. 
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Q, 

A 

Q, 


Q, 

A 

#  a 

A 

Q 

A 

Q, 


That  is  what  I  want  to  get  at. 

Well  it  should  bo  2,899,994  shares  divided  by  Mr.  HillTs  val¬ 
uation.  That  is  the  answer.  Something  less  than  a  dollar. 

You  must  have  worked  out  the  price  per  share  to  put  this  deal 
through . 

MR.  CHAMBERS :  I  object  to  that  kind  of  a  question. 

You  can  ask  him  how  he  did  it  but  you  cainot  say  what  he  must 
have  done . 

MR.  FENERTY:  Perhaps  that  is  wrong*  I  do  not  blame 

my  friend  for  being  sensitive  about  this  agreement. 

MR.  CHAMBERS:  I  am  not  sensitive  about  it.  I  am 

sen;  itive  about  the  way  you  ask  these  witnesses  questions. 

t 

1©.  FENERTY:  We  will  got  at  it  before  we  are  through. 

You  cannot  hide  everything. 

THE  CHAIRMAN:  I  do  not  know.  There  is  a  lot  of 

liberty  allowed  in  cross-examination,  you  know,  Mr.  Chambers. 

MR.  CHAMBERS :  But  he  cannot  ask  the  witness  -vyo u 

must  have  done  this."  *■ 

MR.  FENERTY:  a 11  right,  I  apologize. 

Now  we  will  have  a  few  more  questions.  You  did  put  a  valuation 
on  what  you  were  buying,  did  you? 

That  is  correct  and  that  is  the  valuation  reflected  in  the 
company's  books. 

And  what  was  it? 

It  is  the  sum  total  of  Mr.  Hill's  appraisal  plus,  as  shown  in 
Exhibit  M-6  or  Exhibit  59  and  Exhibit  60. 

The  sum  total  of  the  figures  given  by  Mr.  Hill? 

G-iven  by  Mr.  Hill  in  his  appraisal  report  identified  as 
Exhibits  59  and  60. 

You  bought  a  lot  more  than  that,  didn't  you,  from  the  things 
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he  talked  about.  You  bought  the  natural  gas  contract,  did  you 
have  any  value  for  that? 

A  That  is  set  out  on  the  books. 

( 

Q»  I  am  talking  about  the  chief  contract.  We  will  shorten  this 
up  and  I  wonder  if  you  could  provide,  perhaps  tomorrow,  a 
break-down  of  what  values  were  attached  to  the  various  things 
which  you  purchased  under  this  contract. 

A  Well  that  is  these  reports. we  have  provided  for  in 
Statement  form. 

Q,  Yes,  I  see  good  will.  You  purchased  that? 

A  That  is  part  of  the  consideration  but  you  wont  find  it  on  the 

books  of  the  company. 

Q,  You  did  purchase  the  good  will  but  you  did  not  pay  anything 
for  it,  is  that  right? 

r 

A  That  is  right • 

Q,  You  purchased  the  gas  contracts? 

A  Yes . 

You  did  not  pay  anything  for  them? 

A  No. 

Q,  They  were  just  given  to  you  were  they? 

A  That  is  correct,  as  part  of  the  business. 

Q,  So  the  net  result  is  that  the  rates,  the  dollars  and  cents 
values  of  the  asset's  you  are  paying  for  were  those  shown 
by  Mr.  HillTs  report? 

A  That  is  right . 

Q,  And  with  that  in  mind,  will  you  tell  me  how  you  arrived  at 
the  2,899,994  shares? 

A  The  company  was  initially  capitalized  for  2,900,000  shares. 

Six  of  those  shares  were  issued  to  the  directors  of  the 
company  for  purposes  of  qualification  and  the  remaining  shares 
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0, 

A 

A 

A 

A 


were  issued,  to  Hoyalite  as  consideration  for  the  transfer  of 
the  physical  assets  to  Madison. 

Without  reference  to  any  price  per  share  at  all? 

Inat  is  correct . 

I  see.  And  it  just  happened  to  be  3  million  shares  that  it 
was  capitalized  for  was  it? 

.No,  2,900,000  common  shares  and  not  3  million. 

I  am  somewhat  puzzled  about  this  because  it  is  something  new*  • 
MR.  CHAMBERS :  I  think  in  fairness  to  the  witness, 

Mr.  Fenerty,  I  should  say  this.  I  take  the  responsibility  for 
the  share  set-up  of  this  capital  and  advised  on  it  in  view  of 
Mr.  HillTs  report.  These  assets  were  transferred  in  consider¬ 
ation  of  these  shares.  There  was  no  specific  value  put  on  any 
one  item. 


THE  CHAIRMAN:  What  is  the  relationship  between  Mr. 

HillTs  valuation  and  the  issued  capital?  I  have  forgotten  the 
totals . 

MR.  CHAMBERS :  Mr.  Hill's  figures  are  somewhat  less, 

taking  a  dollar  a  share,  it  is  somewhat  less. 

THE  CHAIRMAN:  Less  than  Mr.  HillTs  revised  value. 

I  have  forgotten.  2,500,000? 

DR.  BOOMER:  $2,537,000. 

MR.  FENERTY:  The  Charter  calls  for  a  dollar  a 

share  and  I  was  wondering  if  there  was  anything . 


MR.  CHAMBERS  : 
MR.  FENERTY: 

MR.  CHAMBERS : 
physical  assets 


Mr.  Hill's  final  figure  is  . 

$2,527,964  . 

$2,527,964  and  those  were  the 
Madison  got  these  physical  assets  and 


they  got  all  these  contracts  in  return  for  2,998,994  shares* 


MR.  BLANCHARD: 


Plus  $100,000  cash. 


» 
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Q 


MR.  CHAMBERS : 
MR.  FENERTY: 
MR.  CHAMBERS: 
MR.  FENERTY: 


$5100, 000*  cash  was  included. 

Is  my  friend  serious  on  this? 
Yes,  I  am  serious. 

Are  you  serious  in  this?  We  are 


going  to  have  a  capital* 'value  of  so  many  non-par  shares  and 
not  so  many  dollars  at  all  is  that  it? 

MR.  CHAMBERS:  I  cannot  understand  what  you  are 


talking  about. 

MR .  FENERTY:  The  reason  we  cannot  understand  each 

other  is  that  my  impression  is  that  a  . no  par  share  is  dealt 
with  in  dollars  and  cents  when  it  is  disposed  of  and  that  when 
you  say  you  sell  something  for  a  no  par  share  it  is  no  indic¬ 
ation  of  the  value  of  an  asset  at  all,  unless  you  know  whether 
the  shares  are  being  dealt  with  on  the  basis  of  100  dollars  or 


1  cent. 

THE  CHAIRMAN:  You  can  do  it  arithmetically;.  Dr. 

Boomer  has  just  used  the  slide  rule  and  he  tells  me  that  out¬ 
side  of  the  -,>100,000  cash  the  shares  would  be  87J-  cents 
each.  Then  I  suppose  the  proper  question  to  ask  is  there  is 
a  discount  of  12§-  cents  per  share  and  what  is  represented  by 
the  discount. 


MR.  CHAMBERS:  There  is  no  discount.  I  submit 

that  the  dollar  mentioned  in  the  company Ts  charter  in  the 
case  of  a  no  par  share  has  no  relation  whatever  to  what  the 
shares  are  set  up  on  the  books  of  the  company.  That  it  is 
merely  a  standard  for  the  payment  of  fees  to  the  Department 
and  that  is  all. 

MR.  FENERTY:  I  do  not  want  my  learned  f  riend  to 

misunderstand  me.  I  do  not  suggest  he  has  not  thought  about 
this  and  thought  about  it  at  length.  But  I  do  suggest  he  has 
produced  an  abortion.  I  say  this  thing  has  to  be  cleared 


it 
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up  because  it  is  serious.  Ho  does  not  have  so  many  shares  at 

so  much  money  which  is  all  you  can  say  about  no  par  shares  and 

if  this  thing  is  deliberate  we  have  to  find  out  something 

about  it.  If  it  is  not  deliberate  let  us  get  down  to  a  basis. 

THE  CHAIRMAN:  Mr.  Fenerty,  I  see  what  your  problem 

is  and  quite  understand  it  but  for  your  purposes  does  the 
capitalization  of  the  company  matter  very  much?  Is  it  not  the 
rate  base  that  is  important?  Suppose  they  capitalize  the  comp¬ 
any  at  $10,000,000.  and  we  gave  them  a  rate  base  at  a  million 
and  a  half.  Then  the  rest  of  it  is  their  problem. 

MR.  CHAMBERS :  If  this  were  to  shorten  it  at  all,  I 

will  say  here  and  now  I  do  not  suggest  and  I  have  never  suggest¬ 
ed  that  the  rate  base  should  be  based  on  the  number  of  shares 
that  this  company  had  issued  or  its  capitalization.  I  never 
suggested  it  and  never  had  it  in  my  mind. 

MR.  FENERTY:  I  want  to  find  out  what  this  company 

bought  this  for.  I  mean  did  it  do  it  by  a  system  of  barter. 

Are  we  getting  back  to  the  dark  ages  9 

MR.  CHAMBERS:  I  suggest  we  can  do  it  by  a  system 

of  barter. 

MR.  FENERY:  So  many  shares  which  may  be  100  dollars 

or  a  dollar  for  so  much  property.  I  cannot  find  out  what  they 
mean  by  that,  under  that  system. 

THE  CHAIRMAN:  Mr.  Kirkpatrick,  could  you  between 

now  and  tomorrow  prepare  a  statement  which  will  show  the 
basis  upon  which  these  shares  were  issued? 

A  I  can  prepare  a  statement  which  will  show  the  amount  shown 

by  the  Madison  books  which  represents  the  assets  on  the  asset 
side  of  the  ledger.  The  equipment  values  which  we  have 
attached  to  the  plant  and  equipment  and  other  properties 


\ 


<* 


T-3-9 


W.  C.  Kirkpatrick, 

Cross-Exam.  by  Mr.  Fenerty. 

-  1855  - 

acquired  as  a  result  of  this  exchange  of  shares.  I  can  do 
that  but  I  nay  say  with  perhaps  a  minor  exception  here  and 
there  it  will  tie  in  with  Mr.  Hill's,  report.  We  will  be  very 
happy  to  prepare  that. 

Q,  MR.  FENERTY:  That  might  solve  it.  Now,  Mr.  Kirk¬ 

patrick,  in  getting  at  these  values,  we  have  heard  that.  Mr. 

Hill  made  these  valuations  to  the  Royalite  Company.  I  take  it 
as  far  as  Madison  is  concerned  of  course  it  just  accepts  Royal¬ 
ite  's  figures.  Does  it  accept  Royalite Ts  figures? 

A  Well,  Mr.  Hill's  valuations  of  course  were  reviewed  by  Madisnn. 

Q,  Yes . 

A  As  a  consequence  of  that  review  we  drew  to  his  attention  some 

of  the  omissions  and  exceptions  which  he  had  adjusted  in  his 

Exhibit  60. 

Q,  Now  Madison,  we  all  recognize,  is  a  wholly  owned  subsidiary? 

A  Exactly. 

Q,  -&nd  Madison  is  incorporated  and  was  prepared  to  take  over  at 
whatever  figures  the  valuation  obtained  by  Royalite  showed. 

A  Whatever  Mr.  Hill’s  report  showed,  yes. 

Q,  THE  CHAIRMAN:  Am  I  right  in  this,  Mr.  Kirkpatrick, 

that  when  you  allotted  the  shares  to  the  Royalite  Company  you 
were  working  on  Mr.  Hill’s  unrevised  valuation? 

A  Yes. 

Q,  Which  was  at  that  time  $2,487,704.? 

A  Something  in  that  neighbourhood,  yes.  Mr.  Hill’s  revised  val¬ 
uation  was  not  prepared  until  his  most  recent  visit  here. 

Q,  And  your  allottment  was  made  prior  to  the  revised  valuation? 

A  Yes,  sir. 

Q,  MR.  FSNERTY :  Now,  Mr,  Kirkpatrick,  in  fixing 

these  valuations  was  any  consideration  given  to  the  allocation 
of  the  equipment  as  between  Royalite  and  the  Madison  Company? 
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A  I  am  sorry,  I  did  not  understand  your  question.  Any  consider¬ 
ation  given  to  the  allocation  of  the  equipment.  You  mean  per¬ 
haps  the  equipment  jointly  '  utilized  in  the  two  services? 

Q,  Your  company  is  a  separate  corporate  entity.  You  are  an 

officer  of  that  company.  Did  you  give  any  consideration  to 
what  assets  you  would  take  over  or  would  you  just  take  over 
what  Royalite  suggested  you  should  take,  is  that  it? 

A  We  took  what  was  shown  in  the  report  for  the  reasons  that  we 
presumed  they  formed  a  natural  part  of  the  operations  of  the 
natural  gas  division.  Obviously  we  would  not  want  to  take  over 
from  them  anything  which  was  not  directly  related  to  this  oper- 
at ion . 

Q,  I  might  pursue  this  for  some  time  and  it  is  one  oT clock.-  Per¬ 
haps  I  had  better  stop.  The  thing  I  want  to  get  at  is  this 
division  and  I  want  to  refer  to  that  now  so  that  I  will  have 
it  available. 

MR.  BLANCHARD:  Mr.  Chairman,  just  before  the  witness 

goes,  Mr.  Milner  spoke  to  the  Board  about  the  absence  of  Mr. 
Steer  and  asked  me  to  request  the  balance  sheets  of  the  Madison 
be  available  for  cross-examination  or  for  inspection  by  Mr. 
Steer*  I  thought  if  the  witness  is  going  to  produce  something 
tomorrow,  he  might  be  prepared  at  the  same  tine  to  be  ready 
with  them.  I  assume  Mr.  Steer  will  be  here  tomorrow.  I  do  not 
know.  Is  that  so? 

THE  CHAIRMAN:  Mr.  Milner  said  he  did  not  know. 

MR.  BLANCHARD:  I  am  just  mentioning  that  in  case  he 

is  here. 

Q,  THE  CHAIRMAN: 

A  Yes,  sir.  I  will  not 

(iit  this  stage  the  Hearing 
April,  1945.) 


You  will  do  that,  Mr.  Kirkpatrick? 
have  thirty  copies.  I  only  have  a  few. 
was  adjourned  until  9.30  a.n.  17th.  of 
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